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Production Trends and Plant Expansion Plans 


OTWITHSTANDING current difficulties, the 
business outlook for the first half of 1946 is gen- 
erally regarded as favorable by the majority of execu- 
tives replying to this month’s surveys of business prac- 
tices. Deferred consumer demand is large and a sub- 
stantial market exists for capital goods. The speed 
with which higher levels of activity can be attained 
will be governed, it is felt, by the speed with which 
labor problems can be solved. OPA pricing policies 
are also regarded by some as an impediment to full 
production. 4 
A typical optimistic comment is the following from 
an industrial machinery manufacturer: 


“We are quite optimistic concerning the prospects of 
our industry and anticipate maximum production for 
quite some time. We are also optimistic that the labor 
difficulties will be settled early in 1946, and except for 
normal labor disturbances, settlement of the present 
wage disputes should establish a reasonable basis for 
operations for the rest of next year.” 


A picture less bright is presented by an electrical- 
squipment producer: 


“In general, we do not view the first part of the first 
half of 1946 with optimism. We foresee continual pro- 
duction holdups due to strikes in suppliers’ plants, strikes 
in the steel industries, etc. We see a definite obstacle 
to full production in too rigid OPA regulations. We 
believe the patient has to get pretty sick before he can 
get well.” 


About half the executives look for an upswing in 
business activity in the first six months of 1946. In- 
stances where the volume of business is expected to 
fall below that for the last half of 1945 are rare. 
Generally, business executives in arriving at their six 
months’ estimates have not allowed for major labor 
or production difficulties. In fact, there is optimism 
that sometime during the first quarter of 1946 con- 
siderable improvement in labor conditions will be wit- 


nessed. The problems raised by the strike at General 
Motors and the possibility of a stoppage in the steel 
industry are not ignored, however, and it is recognized 
that, if a solution to these and other difficulties can- 
not be found, estimates of production and sales will 
prove to be on the high side. Production and recon- 
version continue to be interfered with by shortages 
of materials and labor, but an easing in these situa- 
tions is generally expected. Hopes of increased labor 
efficiency and productivity are also expressed. 

The first half of the year will also witness the 
launching of many plant expansion programs. Here 
again the availability of labor, materials and machin- 
ery will be a factor in the rate of progress. About 60% 
of the companies represented report plans for expan- 
sion of facilities. In addition, large-scale rehabilita- 
tion, modernization and rearrangement of machinery 
programs are contemplated. 


BUSINESS}FORECASTS 


The pattern of volume expectations for the first 
half of the year varies considerably among the leading 
industries represented, although among the broad 
groups a greater degree of uniformity is evident. By 
way of background, it may be noted that the Federal 
Reserve index of industrial production (1935-1939— 
100), which was in a downward trend during most of 
the last half of 1945, averaged 180 as compared with 
228 in the preceding six months and 238 in the cor- 
responding six months of 1944. 

Forecasts of increases in volume by metal manu- 
facturers generally run on the higher side than for 
other industries, although most of the few predictions 
of substantial declines are also found in that group. 
Many members of that group were confronted with 
major reconversion problems, and were thus forced 
to curtail operations sharply for some time after V-J 
day. That situation is well illustrated by the follow- 
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ing comment from a railroad equipment manufac- 
turer: 

“Current production schedules for the first half of 
1946 call for an increase of about 52% in volume of 
business over the last half of 1945. However, the fact 
should not be overlooked that shipments during this 
half of 1945 were running at a comparatively low rate. 
Sales of war goods, of course, declined sharply after 
V-J day, and most of our regular equipment orders were 
for 1946 delivery.” 

Thus, manufacturers who were forced to cut back 
operations sharply because of contract terminations 
head the list of companies expecting the largest in- 
creases in 1946. Another case of this kind is revealed 
by the following comment of a hardware manufac- 
turer: 

“Our reconversion process has been sufficiently diffi- 
cult so that the sales in the last six months of 1945 were 
exceedingly small; they may possibly be increased in the 
first six months of 1946 by perhaps 200%, and even 
then that will not be what we consider satisfactory.” 
Industries which had few, if any, physical recon- 

version problems are heavily represented in the “no 
change” reports. Many paper and food producers, 
for example, are found in this group. Obviously, in 
those industries where activity was maintained at or 
near capacity levels for all of the second half of 1945 
no marked upward trend can be anticipated for the 
coming six months. Estimates by manufacturers of 
raw materials also reflect the fact that they could 
switch from war to peacetime operations without 
serious interruption. 


Sales Quotas 


Sales quotas generally are based on the maximum 
which can be produced. In a few instances maximum 
and minimum quotas have been established, but this 
is not a general practice. A paper manufacturer ob- 
serves that “during a period such as we are now in, 
when demand for goods is greater than our ability to 
supply, quotas are established by product. Then, in 
turn, sales quotas are established by territory, and 
then by customer. Should, by chance, a sales terri- 
tory not need all of the quota allocated to it, the re- 
mainder is transferred to another sales territory. 
Naturally, during periods of this kind, quotas are 
set for the maximum of our anticipated production.” 


PRODUCTION OBSTACLES 


Production and sales estimates for the most part do 
not allow for any major labor difficulties or other ob- 
stacles to production. While many executives regard 
the outlook as decidedly clouded by the labor situa- 
tion, a fair degree of optimism prevails. For example, 
an industrial machinery producer notes: 

“Our estimates are based on continuous operations 


and would be reduced if we were to lose production owing 
to labor difficulties. These labor difficulties could occur 


either in our own plants or in the plants of suppliers. 

However, we are optimistic about the labor situation 

and believe that after the General Motors’ case has 

been settled, the national pattern will have been in- 
dicated and other cases will be settled without long 
strikes.” 

Still another industrial machinery producer reports 
that estimates were based on the assumption that 
there will be no strikes and that “it has also been 
necessary to assume that raw materials, shapes, sup- 
plies and castings will come in at the rate we can 
predict at this time. Gray iron castings have been, 
and will be, our most important bottleneck.” 

In a few instances, manufacturers have attempted 
to allow for possible production obstacles in arriving 
at estimates. “We have carefully analyzed the labor 
and material supply situations as they exist at the 
present time,” states an electrical equipment pro- 
ducer, “and have prepared our estimates accordingly. 
We have even attempted to estimate the effect of 
labor difficulties in customers’ shops. To date, how- 
ever, easing up demand from one industry because 
of labor difficulties only enables us to serve better 
another in need of our products.” 

Frequent references are made to current shortages 
of qualified and experienced workmen, as well as of 
materials, and in some instances to low productivity. 
Here again, some executives see a brighter picture for 
early 1946. A manufacturer of iron and steel products 
feels that “voluntary unemployment will gradually 
decline, and by February 1 not only will the produc- 
tiveness of labor show a decided increase but also 
the quantity of labor available will show an increase.” 

Less optimistic is the view of a machine-tool manu- 
facturer who anticipates a “continuance of some un- 
settlement in labor and difficulty with other produc- 
tion essentials similar to those which we have experi- 
enced in the past six months.” 


PLANT EXPANSION 


Approximately three fifths of the cooperating ex- 
ecutives report plans for an expansion in productive 
facilities. Of this group, a minority characterize such 
expansion as slight, with the remainder about equally 
divided between reports of moderate and substantial 
plant additions. Where no increases in facilities are 
planned, extensive modernization and rehabilitation 
are frequently being undertaken. Availability of ma- 
terials, men and equipment will govern the speed with 
which programs can be completed, although generally 
the effect of expansion programs on production will 
not be felt much in the first half of the year. Indus- 
tries for which reports of expansion predominate in- 
clude industrial machinery, office equipment, railroad 
equipment, chemicals, food products, and paper. The 
outstanding instance where virtually all report no 
plan for increases is the machine-tool industry. 
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The varying viewpoints and plans as reported by 
executives are illustrated by the following comments: 
“We are very definitely in process of a rather sub- 
stantial expansion of our plant facilities. While it is 
true that during the war and at present our volume of 
business has averaged more than twice the volume of our 
largest prewar year, this increased production has been 
obtained largely through a larger working force and 
operating very long hours day and night, with very 
little expansion of our plant, particularly buildings. We 
have been badly overcrowded and lack sufficient floor 
space to provide for additional needed machinery and 
for storage and handling of our products. The nature 
of our products has also changed considerably over a 
period of years and we have been handling much heavier 
work than our original plant was designed to do.”— 
Iron and steel products. 


“We are planning to expand our plant facilities sub- 
stantially, but we do not expect much increase in our 
productive capacity before the end of next year. It 
now appears that it will take about a year to complete 
the new buildings we are erecting. It also appears that 
manufacturers of textile machinery have serious recon- 
version problems and that deliveries of new machinery 
will not be made in any quantity before the latter part 
of next year.”—Teztiles. 


“We are planning moderate expansion of plant, but 
will be satisfied if we can operate our present facilities at 
full capacity to take care of the built-up demand for our 
products.”—Office equipment. 


“We are not expecting to expand our plant facilities. 
We made quite a substantial expansion in 1941, and 
our shop at the present time is plenty large enough; in 
fact, too large for the labor situation as it is at present 
when it is impossible to get any good experienced ma- 
chine-tool machinists.”—Machine tools. 


“That division of our business which is concerned 
with the automotive motor-rebuilding field (tools) is 
scheduled all through 1946. We have planned our busi- 
ness for the coming year to avoid undue expansion of 
our plant and our personnel. We believe this is a healthy 
approach to the problem of maintaining what we have 
established and of providing for future service to our 
customers. It would be an easy matter for us to go all- 
out under constant pressure and overexpand at the pres- 
ent time. This seems unwise.”—Industrial machinery. 


Industry Comments 


Comments from cooperators grouped according to 
principal industry follow: 
PRIMARY PRODUCTS 
Abrasives and Asbestos: Little Difficulty Anticipated 
“We are figuring on doing about the same amount of 
business during the next six months as we did in the 
previous six months, although the 1946 volume might 


be slightly less. We do not anticipate any labor or pro- 
duction difficulties.” 


“Our volume in the first half of 1946 will be about 
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10% to 20% above the last half of 1945. Our maximum 
sales goal for the first half of 1946 is 25% above the last 
half of 1945. There will be no abnormal production dif- 
ficulties. We have assumed that strikes throughout the 
steel and auto industries will end soon after the first 
of the year and that reconversion will be about on 
schedule in those industries.” 

“Certain expansion involving both construction and fa- 
cilities has been planned, most of which will come into 
effect during the year 1946, It could be referred to as 
moderate rather than substantial.” . . . “We are planning 
to expand plant facilities to a substantial degree in 1946.” 


Foundries: Plant Improvements Sought 


“Our production is now at one third of capacity. It 
should stay at this level during January, February and 
March, 1946, and then increase to two thirds of capacity, 
where we expect it will stay for two or three years. We 
have to consider the possibility of a strike if and when 
there is a general steel strike.” 

“Tt is almost impossible to make a guess in reference to 
next year’s business because of the extremely unsatis- 
factory labor conditions in the entire country.” 

“Our volume will be about the same in the first six 
months of 1946 as during the last half year of 1945. We 
are not anticipating any production difficulties next year 
unless there is a general labor upheaval.” 

“Our business should increase 15% to 20% in the first 
six months of 1946. We expect labor to be easier and 
production per man hour to be higher. Of course, any esti- 
mates must be made on the assumption that materials 
will be available.” 

“Tf returning veteran manpower continues to pick up 
as it has during the last thirty days, our volume of busi- 
ness should rise 30% to 40% in the first six months of 
1946. 


“We are not planning to expand our plant in 1946, but 
if labor troubles subside we will do some rounding out 
to create a better operating unit.” 


“We expect to use the expanded facilities which we ac- 
quired during the war years.” 

“Our only work on plant facilities is part of a rehabi- 
litation program to try to put our plant in reasonably 
good shape. During the entire war period and even early 
in 1941, our full energies and facilities were devoted to 
the production of war matériel so that our production 
facilities deteriorated considerably.” 

“We expect to expand our plant facilities slightly 
in 1946.” 


Petroleum: Construction for New Products 


“The volume of business in the first six months of 
1946 is expected to be about 10% less than the average 
for the last half of 1945, owing primarily to the loss of 
military business. In the domestic gasoline business we 
anticipate an increase of 3% to 5%, assuming continued 
operation of oil refineries and oil-production facilities.” 

“A volume of business 1% greater in sales than during 
the last half of 1945 is budgeted for the first half of 1946. 
We do not expect to encounter labor or other production 
difficulties during the first six months of 1946.” 

“The business we anticipate for 1946 can, except for 
certain lines of specialties, be met with existing plant fa- 
cilities. However, considerable expansion is indicated to 
permit manufacture of specialties resulting from technolo- 
gical developments and anticipated new markets.” 
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“We contemplate no marked expansion in plant facili- 
ties during 1946, but some modernization of existing fa- 
cilities and the conversion of some units which produced 
war products.” 


Steel Producers: Output Steady 


“There will not be much change in our volume of busi- 
ness in the first six months of 1946 as compared with 
the last half of 1945 if there are no labor difficulties of 
great duration.” 

“Our volume of business during the first six months of 
1946 will be about the same as in the last half of 1945. 
This estimate is based on the assumption that there will 
be no interruptions in operations as a result of labor or 
other production difficulties. It is possible, however, that 
the threatened steel strike will curtail operations very ma- 
terially.” 


“Deliveries in the first six months of 1946 ought to be 
from 10% to 30% better than the last half of 1945 assum- 
ing that there will not be a long steel strike and that 
strikes among consumers in the metal-working industry will 
decrease.” 

“We will continue to modernize and improve our facili- 
ties in a substantial way.” 


“We are not planning to extend our plant facilities for 
greater volume but are making many changes in order 
to modify to some extent the type of products we man- 
ufacture.” 


“We do not have major plant increases in mind for 1946.” 
“We are planning expansion of plant facilities in 1946.” 


METAL MANUFACTURES 
Automotive Equipment: Expansion Planned 


“Very substantial increases of at least 40% in the first 
six months of 1946 as compared with the last half of 
1945 are anticipated. This depends upon the extent to 
which labor disputes now tying up the motor car indus- 
try are settled.” . “Business during the first six 
months of 1946 will be about the same as for the last 
quarter of 1945. We do not expect labor or other pro- 
duction difficulties.” 

“Our volume of business during the first half of 1946 
will be about the same as during the last half of 1945 
if the General Motors’ strike is settled by January 15. 
The only difficulty we shall have in reaching the fore- 
going sales estimate is our ability to secure sufficient steel.” 

“A drop of 15% is expected in our volume of business 
during the first six months of 1946. We doubt that 
labor troubles, either our own or others, will affect our 
six months’ picture greatly.” 


“We have established a minimum sales goal of 75% and 
a maximum goal of 125% for the first half of 1946 as 
compared with the last half of 1945.” . . . “The minimum 
and maximum sales potentials for the first half of 1946 
are 10% and 15% below the last half of 1945.” 

“We are erecting new plants in two cities and plan 
other substantial additions.” . “About February 1 
we shall have completed a new building which is held up 
at present by lack of steel, steel sash and wood-block floor- 
ing. We have just purchased a DPC building from the 
RFC and have completed a power-house addition.” 

“We are not planning to expand plant facilities in 1946, 
although we shall purchase machinery and lease space which 


we are now using.” . . . “We are not planning to ex- 
pand plant facilities in 1946.” 


Electrical Equipment: Rise in Production 


“Volume in the first six months of 1946 will be ap- 
proximately 15% higher than in the last half of 1945.” 


“A 10% rise in billings shipments is estimated dur- 
ing the first half of 1946, assuming increased efficiency 
and the ability to get more help.” . . . “Assuming that 
labor and other conditions remain approximately normal, 
we estimate an increase of about 10% in volume in the 
next six months.” 

“Business during the first six months in 1946 will be 
90% above that for the last half of 1945. At the moment 
the material supply situation is unpredictable.” 

“Sales during the first six months of 1946 will approxi- 
mately equal those for the last half of 1945. They will 
primarily be limited by our ability to get materials and 
parts. In addition to this, the productivity of labor has 
‘gone to hell in a handbasket.’” 


“We expect our shipments in the first half of 1946 to 
parallel very closely our billings in the last half of 1945. 
Practically all our production will be for civilian usage, 
however, whereas the large majority of our business in 
1945 was with the government. We have taken into ac- 
count production difficulties, principally those involved in 
getting raw materials and components and a sufficient 
supply of labor.” 


“Business will drop at least 50% in the first six months 
of 1946, not assuming any labor or other production dif- 
ficulties.” 


“We regularly establish minimum and maximum sales 
goals or potentials, but at present we can see only about 
10% or 15% variation between the high and the low.” 

“The establishment of minimum and maximum sales 
goals is impossible in our type of business.” 


“We are engaged in a substantial program for plant 
expansion.” . . . “Moderate expansion of plant facilities 
is proposed for 1946.” 

“We are building a shop to replace the plant we are 
operating in rented quarters. These quarters will be re- 
tained for about a year for storage and other purposes, 
largely in connection with terminated war contracts.” 

“Plans developed to expand our plant substantially in 
1946 are now held in abeyance because of the uncertainty 
of steel supply.” . . . “We are planning no expansion of 
plant facilities.” 


Industrial Machinery: End to Labor Troubles 


“The first six months of 1946 should show about the 
same amount of business as did the last half of 1945. We 
are assuming that we shall have no labor difficulties.” 

“Our business should continue at the level which pre- 
vailed in the last half of 1945.” 

“If basic industries such as steel are down for any 
extended period, we will go down, too, because of the lack 
of materials, even though we are not unionized.” 

“We expect that the volume of our business in the first 
half of 1946 will remain on an approximate level with the 
last half of 1945 if our present excellent labor relations 
continue. We do not have a union. We have taken into 
consideration the difficulty of securing materials and have 
made appropriate adjustments.” “We expect no 
change in the volume of our business during the first 
quarter of 1946, but look forward to a rise of 5% to 10% 
in the second quarter. In making this estimate, we have 
disregarded the possibility of labor difficulties or diffi- 
culty in procuring component parts.” 

“The volume of our business should rise 17.5% in the 
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first half of 1946. The labor market in our areas will 
be fairly satisfactory. However, we anticipate possible 
continued shortages of vendor material because of labor 
difficulties in other areas.” . . . “We are planning to in- 
crease our production approximately 50%, provided we 
can get labor to meet our schedule and there is more tran- 
quility in labor relations than there has been in the last 
few months.” 

“We are hoping to increase our sales in the first half 
of 1946 from 50% to 100% over the last six months of 
1945. We assume that we will be able to get as many 
men as we require and that we will be able to break suc- 
cessfully all the bottlenecks which we expect in obtaining 
raw materials and supplies.” . . . “We look for a 100% 
increase in our volume of business during the first half 
of 1946, if we obtain materials, labor and certain machine 
tools which were purchased shortly after V-J day.” 

“Our volume will be slightly less in the first half of 
1946 than in the last half of 1945 because our volume in 
July and August consisted largely of equipment for war 
purposes.” . . “Our business will drop approximately 
25% in the first six months of 1946 because our gov- 
ernment contracts will have been completed by the end 
of 1945. In arriving at this estimate, we have.not taken 
into account strikes which seem imminent.” . . . “We ex- 
pect our sales volume in the first half of 1946 to be 
about 70% of the volume in the last half of 1945. A steel 
strike would seriously impair our plan.” 

“Our company has planned extensive expansion of its plant 
facilities on a two-and-a-half to three-year program.” . . . 
“In practically all our plants we are expanding the actua 
buildings or, where we have ample space, substantially in- 
creasing production tools, In certain of our plants we 
are more than doubling present capacity.” . . . “We are 
planning substantial expansion of our: plant facilities in 
1946, but we do not expect them to. be available before 
the end of the year.” 

“Our program of expansion of plant facilities during 
1946 will be moderate.” . . . “With the expectation that 
employment conditions will become better in the latter 
part of 1946, we are providing for more expansion than that 
required by the normal growth of the company.” . . . “We 
are adding a little more space, mainly for elbow room.” .. . 
“We shall buy some equipment in 1946, but we doubt if 
we will make any real expansion.” . . “We may put 
on a small addition to our plant, and we may obtain 
some new machinery, but we are just about completing a 
five-year program of new machinery purchase.” 

“We are not planning any extension of plant facilities 
in 1946.” 


Machine Tools: No Expansion Necessary 


“We look forward to rises of 50% to 75% during the 
first six months of 1946 as compared with the last half 
of 1945. We have assumed that we shall have no labor 
difficulties in our plant, and labor troubles in customer 
plants should not curtail orders and shipments.” 

“We are figuring on about a 10% increase in business 
for the first six months of 1946 as compared with the 
last half of 1945.” . . . “The first six months of this year 
might be a little better than the last six months of 1945 
providing the strike situation is without too serious effects 
on business.” . . 
months of 1946 should be about equal to those received 
during the latter half of 1945. However, every question of 
production in the coming months is contingent upon reach- 
ing a satisfactory solution of our labor problem.” . . . “Con- 
sidering the present labor agitation which is holding back 


. “Incoming orders during the first six — 


the placement of many orders and the threat of a tre- 
mendous number of government surplus machine tools which 
may be put on the market, and in fact are being put on 
the market to a certain extent now, we cannot with any 
certainty expect an increase in our present volume of 
business.” ¥ 

“We are not planning any expansion of our plant facili- 
ties.” . . . “We will not need to expand our plant facilities.” 

“We are now adding to our machinery, and will make 
a substantial addition to our plant in 1946. Our principal 
problem is in arranging for equity financing of this ex- 
pansion.” 


Office Equipment: Rise in Production 


“We expect an increased volume of sales of approxi- 
mately 60%, assuming that we will not have any labor 
difficulties and that the necessary materials will be avail- 
able in increased volume in the near future.” . . . “Our 
volume of business should rise in the first six months of 
1946 almost 100% compared with the last half of 1945. 
We delivered very little of our regular products in the 
last half of 1945, and have just completed reconversion. 
We anticipate no production difficulties other than scarci- 
ties of materials.” 

“The volume of business for the first half of 1946 should 
be at about the same level as the last half of 1945. We 
have had some labor trouble throughout the year, but pro- 
duction can still be maintained if the trouble does not in- 
crease.” 

“We are planning to expand our plant facilities moder- 
ately in 1946. Because of our production capacity, we 
are still finding it necessary to turn down a number of 
sizable prospects.” 

“We are not planning additional plant facilities in 1946, 
but expect somewhere near a full second-shift operation.” 


Railroad Equipment: Substantial Expansion Planned 


“Bookings are expected to be 20% greater during the 
first six months of 1946 than during the last half of 
1945.” 

“We look for our volume of business to be about the 
same in the first half of 1946 as in the last half of 1945. 
We are assuming that labor conditions and other possible 
production difficulties will be no worse.” . . . “We expect 
our business to continue at the same rate in 1946, if our 
operations are not interrupted by any serious labor 
trouble.” 

“We are planning to expand plant facilities substantially 
in 1946. The objective is improved working conditions 
and lower costs rather than increased production.” . . . “A 
substantial rehabilitation and improvement program is be- 
ing undertaken in 1945-1946. The result will be general 
restoration of prewar productive capacity, with slightly 
increased capacity in certain specialized lines.” 

“We shall not have to add to our plant capacity to take 
care of any of our estimated business.” 


OTHER MANUFACTURES 
Chemicals: Production Increases Expected 


“We anticipate an increase in business of approximately’ 
50%, a considerable part of which will occur during the first 
six months of 1946. In making this estimate, we have 
assumed establishment of sound labor practices and over- 
coming of other production difficulties in a reasonable 
period.” . . “Our volume of business in the first six 
months of 1946 should increase 25% over the last quarter 
of 1945. We do not expect to encounter any particular 
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difficulties with labor or other factors.” . . “By the 
end of the first six months of 1946, our volume should rise 
at least 10% to 15% over the last half of 1945, assuming 
no sufficient interruption either in production or in de- 
mand for production to create any great difficulty.” 

“Our raw material is still allocated and the amounts 
available are such that there can be little or no change 
in our sales position.” . . . “We do not expect sales dur- 
ing the first six months of 1946 to differ greatly from 
sales in the past six months. We believe that country-wide 
labor troubles will hold down consumption of our manu- 
factured products for the first three or four months of 1946, 
and that the country will not be out of major labor diffi- 
culties before April or May.” . . . “In view of strike trouble 
and the insistent demands for higher labor rates, we 
expect no change in our volume of business.” 

“We are planning to almost double the amount of floor 
space, and ultimately to triple our present productive ca- 
pacity.” . . . “We hope to expand our plant facilities 
quite substantially in 1946 for the manufacture of new 
products.” 

“A moderate expansion of plant facilities is planned for 
1946.” . . . “We have already made commitments for a 
moderate expansion of our plant facilities in 1946. We 
have plans for a still further expansion, but have no in- 
tention of making definite commitments until we are rea- 
sonably assured of a favorable business climate ahead.” 

“Only a slight expansion of facilities is contemplated for 
the coming year. This, of course, is subject to any new 
developments which are not presently determined.” 


Food: Demand Enormous 


“We do not expect any change in our business for the 
first six months of 1946, since our volume is controlled 
only by production limitations. This does not take into 
consideration labor difficulties, which are not expected in 
our own organization. Such problems as might be ex- 
perienced by our customers will not affect our total sales 
because we are unable to satisfy the demand anyway.” 

“Our volume is governed by the amount of livestock 
produced, and the government estimates that this will be 
about the same as a year ago.” 

“We should increase our volume of business during the 
first six months of 1946 over the past six months by 30% 
if we could get sufficient raw materials. Frankly, we can- 
not expect our volume to increase much owing to mal- 
adjustments of distribution created by price ceilings.” 

“Little change is expected in our volume of business. We 
are assuming inability to produce all that we can sell, 
mainly because of shortages of certain component mate- 
rials.” . . . “According to the latest industry estimates, the 
volume of livestock products will be slightly higher in the 
first six months of 1946 than in the last half of 1945... . 
“We expect our volume of business to increase 20% dur- 
ing the next six months.” 

“We depend upon the volume of milk produced on 
farms, which the Department of Agriculture estimates will 
be somewhat less in 1946.” 

“We are already working on substantial expansions 
which should increase our capacity about 15%. . . . “We 
are looking forward to rather substantial capital expendi- 
tures for additional plant facilities in 1946.” . . . “Plans 
for expanding our plant facilities have been completed. 
Many of the contracts have already been let. These fa- 
cilities should be completed and ready for use the second 
half of 1946, and should increase our production more 
than 10%.” 


“If material and other items are available, we plan mod- 
erate expansion of plant facilities in 1946.” . . . “We are 
planning some expansion, and quite a little replacement of 
obsolete buildings and equipment.” . . . “Moderate addi- 
tions to our plant are being planned to provide more stor- 
age and living space.” 


Paper: No Change in Production 


“Little change in the volume of business for 1946 as 
compared with 1945 is expected, since there continues to 
be a marked shortage of papers of the type we manufac- 
ture. We have not made any allowance for labor or other 
possible production difficulties in these estimates.” 

“We have never had any serious difficulties with labor, 
and, although we anticipate that an advance in the hourly 
rate will be necessary when we revert to the 40-hour basis, 
we do not expect that any change will affect our produc- 
tion.’ 

“Volume of production during the first half of 1946 
should be the same as that during the last half of 1945. 
Demand continues strong, with the mills running close to 
capacity, and, barring failure of an adequate supply of 
raw material, should continue to do so for many months. 
Labor is still inadequate.” . . . “We expect no material 
change in our volume of business in the first six months 
of 1946 as compared with the preceding six months. If 
anything, there will probably be some drop owing to grade 
shifting. In arriving at this estimate, we have assumed 
normal operating conditions with regard to our working 
force and raw material supplies.” 

“We look for an increase of approximately 242% in our 
volume of business during the first six months of 1946.” ... 
“An increase of approximately 12% in sales units is fore- 
cast for the first half of 1946 over the last half of 1945 
partly because of additional manufacturing facilities. We 
recognize shortage of labor as a limiting factor in our pro- 
duction. However, our forecast is based on a slightly im- 
proved labor situation which we would feel secure in antic- 
ipating if there were some relief in the housing problem.” 

“We anticipate a moderate expansion of manufacturing 
facilities during 1946.” . . . “We are planning to expand 
plant facilities by approximately 40% during 1946.” 

“If machinery deliveries come through as scheduled, we 
are planning to expand our facilities this year to a moder- 
ate extent.” . . . “Slight increases are anticipated in pres- 
ent plant facilities during 1946, but during 1947 substan- 
tial increases will be made.” . . . “We have several ma- 
jor improvements planned for 1946, but no plant expan- 
sion.” . . . “We do not plan any plant expansion in 1946, 
but we are engaging in plant improvements which eventu- 
ally will speed up production and improve our products.” 


Textiles: Rising Volume of Business 


“We are aiming at an increase of at least 100% for the 
first half of 1946 as compared with the last half of 19465. 
Our principal production difficulty is labor, and we have 
ade an estimate as to the rate at which our mills will 

up. 

“We expect our business to rise about 50% in the first 
six months of 1946. We assume that our immediate labor 
situation will be satisfactory and that there will be no 
strikes. We are, however, discounting strikes in other in- 
dustries which we serve, but we believe our diversion is 
broad enough to absorb this within the limits of our esti- 
mate.” . . . “Our volume of business in the first six 
months of 1946 will rise by at least 10%. We assume that 
we will not have any ae trouble affecting production 
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since we have union contracts providing arbitration as 
the last step in disputes with regard to wages or working 
conditions.” . . . “We think we can obtain more labor in 
the first half of 1946 than we have today, and therefore 
can expect our volume of business to rise 10% or more. 
There is no problem of sales.” . . . “Provided we can get 
raw materials and labor, our volume for the first six 
months of 1946 should rise about 10%.” 


“We expect that the dollar volume of our business for the 
first half of 1946 will show no significant change over 
the preceding six months, assuming that no labor dif- 
ficulties of importance are encountered. We also assume 
that raw material and other factors will favor a steady 
rate of production.” . . . “Our volume of business will not 
be very much different in the first six months of 1946 
than it was in 1945. We estimate that our labor costs 
will be an average of 12% higher in 1946 than in 19465. 
So far, we feel that we will have no other production 
problems.” 


“We hope our volume of business in the first six months 
of 1946 will be not more than 20% below the last half of 
1945. In all matters the only impediment to greater out- 
put is the government’s policies which, in effect, encourage 
people to avoid going to work.” 


“Minimum and maximum sales goals or potentials are not 
very practical in our business. At times, there is a manu- 
facturing problem and at other times a sales problem.” 


We are planning moderate expansion of our plant fa- 
cilities as soon as materials are available.” . . “Plant 
facilities will be somewhat expanded when we are able 
to get new looms now on order. The real expansion will 
come from running mills steadily at full capacity.” . . . 
We contemplate no new plants in 1946. We expect, 
however, to do a substantial amount of work in rehabilita- 
tion of machinery and improvement of processes.” 


“We are not running the plant facilities we now have.” 
- . » “We are not planning on any expansion. Our indus- 
try is already far, far overbuilt.” 


DISTRIBUTION 


Industrial Machinery: Increasing Sales Force 


“We look for a rise in business in the first six months 
of 1946 provided the labor situation is settled.” . . . “Our 
city is in the midst of labor trouble, and therefore our 
volume is down considerably. As soon as reconversion can 


get under way, our first six months’ volume should well 
overshadow the last six months of 1945.” . . . “We are 
not expecting any great difference in our volume for the 
first half of 1946 as compared with the last half of 1945. 
Labor difficulties or other possible contingencies might very 
well make us fall below this figure.” 


“Our volume for the first six months of 1946 will be 
about 60% of what we had during the last half of 1945. 
We do not believe this will be affected materially on ac- 
count of labor or other production difficulties.” 


“We are expanding our sales force by putting other men 
on, and covering the territory more completely.” . . . “If 
we are to attain the necessary volume, we are necessarily 
going to have to make certain expansions, which will be 
moderate.” . . . “We are not planning any expansion of 
facilities in 1946.” 


Retail Trade: Expect Increase in Merchandise 


“We are making our plans for a 5% increase in the 
spring over 1945. In arriving at this figure, we have as- 
sumed that (1) many persons now reluctant to accept em- 
ployment in the textile and apparel industries will have 
returned to this work; (2) more soft merchandise will be 
available; (3) enough hard goods will be received to more 
than cover shortages in other lines; and (4) that the dis- 
posable income of our customers will be sufficiently high 
to encourage purchases in line with the current trend.” 


“As compared with the spring of 1945, we look for an 
increase of 5% for the spring of 1946. We have taken into 
account labor and production difficulties. However, we 
do expect to have considerable merchandise which we did 
not have during the war period to take up any loss due 
to labor or other disturbances.” 


“We are anticipating an increase of approximately 8.5% 
in the first six months of 1946. Our estimates, in general, 
have been based on the assumption that while labor strife 
and production problems will continue for another six 
months to a year, the entire picture will clear up substan- 
tially after the beginning of the new year.” 


“We are tentatively planning to expand plant facilities 
beginning in 1946. This will be a very substantial expan- 
sion program and will require several years to complete.” .. . 
“Our plant expansions in 1946 will be moderate.” 


Henry E. Hansen 
Division of Business Practices 


Federal Tax Calendar 


February, 1946 


11 Withholding tax. Tax withheld from wages during 
January, 1946, if more than $100, payable to an 
authorized depositary. The employer, however, at his 
election may pay the same to Collector on or before 
‘February 28. 


15 Individual income tax. Return due and tax pay- 
able for fiscal year ended November 30, 1945. 


Corporate income and excess-profits tax. Return due 
for fiscal year ended November 30, 1945, and one 
fourth of tax payable. One fourth of tax payable 
for fiscal years ended February 28, May $1, and 
August 31, 1945 


Nonresidents. Income-tax returns of foreign partner- 
ships are due; foreign corporations’ and aliens’ returns 
are due and one fourth of tax is payable for fiscal 
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year ended August 31, 1945. One fourth of tax 
payable for fiscal years ended November 30, 1944, and 
February 28 and May 31, 1945. 


Partnerships. Return due for fiscal year ended No- 
vember 30, 1945. 


Fiduciaries. Return due and one fourth of tax 
payable for fiscal year ended November 30, 1945. One 
fourth of tax payable for fiscal year ended February 
28, May 31, and August 31, 1945. 


Exempt corporations. Return on Form-990 is due 
from certain exempt corporations with accounting 
periods ended September 30, 1945. 


Information returns. Reports of payments for the 
preceding calendar year of dividends, interest, rent, 
etc., are due. 


28 Excise taxes. Returns for January, 1946, are due and 
tax is payable. 


March, 1946 


11 Withholding tax. Tax withheld from wages during 
February, 1946, if more than $100, is payable to an 
authorized depositary. 


15 Corporate income and excess-profits tax. Return is 
due for calendar year 1945, and one fourth of tax 
payable. One fourth of tax is payable for fiscal years 
ended March 31, June 30 and September 30, 1945. 


Individual income tax. Return is due and tax pay- 
able for calendar year 1945. 


Estimated tax. Declaration of calendar year tax- 
payer, except farmers, is due and one fourth of tax is 
payable, if requirements were met prior to March 
2, 1946. 


Nonresidents. Income-tax returns of foreign partner- 
ships are due; foreign corporations’ and aliens’ returns 
are due and one fourth of tax is payable for fiscal 
year ended September 30, 1945. One fourth of tax 
is payable for calendar year 1944 and for fiscal years 
ended March $1 and June 30, 1945. 


Partnerships. Return is due for calendar year 1945. 


Fiduciaries. Return is due and one fourth of tax is 
payable for calendar year 1945. One fourth of tax is 
payable for fiscal years ended March 31, June 30, and 
September 30, 1945. 


Gift tax. Returns of donors and donees of gifts of 
more than $3,000 to any one person during calendar 
year 1945 are due and tax payable 


Information returns. Annual return of tax withheld 
at source from interest on corporate bonds and by 
other withholding agents is due but tax is not payable 
until June 15. 


Exempt corporations. Return on Form 990 is due 
from certain exempt corporations with accountitig 
periods ended October 31, 1945. 


30 Excise taxes, Returns for February, 1946, are due 
and tax payable. 


Housing Problem Serious 


N ACUTE housing shortage has resulted from 
cessation of normal residential building since 
early 1942. Industrial recovery will be stimulated or 
retarded by how fast supply is adjusted to demand 
for dwellings and other types of construction. 

Estimates of new housing requirements vary con- 
siderably, but all are high. One places the present 
need for new residences at 5 million.t Because of the 
shortage and other war exigencies, 1.5 million families 
were “doubled up” in September, 1945, and it is ex- 
pected that 3.5 million families will be seeking new 
homes in 1946. All-time annual peak construction was 
937,000 houses in 1925. 

Some rise in residential building activity has oc- 
curred in recent months. Aggregate projects under 
way in December, 1945, were valued at $125 million, 
compared with $116 million in November, and only 
$56 million in June, which is normally a peak month. 

A report to the President from the Director of 


1National Committee on Housing. 


War Mobilization and Reconversion emphasizes that a 
housing deficit existed before the war, that the pres- 
ent scarcity of shelter constitutes an accumulation 
over a period of many years, and that several years 
of peacetime construction will be required to offset 
the shortage. 

The number of additional dwelling units needed 
during the next ten years is estimated at 12.6 million, 
the majority of them new residences and the 
remainder converted buildings.1 On the basis of 1944 
prices, about one third of the new dwelling units 
should rent for less than $30 per month; a third for $30 
to $49, with sales prices from $3,000 to $4,999; and 
the remainder for $50 or more, selling at $5,000 
or more. 

Primary causes of the need for new residences are 
about equally divided among an increase in the num- 
ber of family formations, a rise in birth rates, dilapi- 
dation of building structures, and curtailment of new 


1National Housing Bulletin, No. 1. 
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Chart 1: Wholesale Prices of Building Materials 
Source: Bureau of Labor Statistics 
Index Numbers, 1926=100 
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Chart 2: New Building in the War Housing 


Program 
Source: National Housing Agency 
Thousands of Units 


JULY 1, 1940 TO AUGUST 31,1945 
TOTAL: 1,666=100% 


PRIVATELY FINANCED 
FAMILY UNITS 7 


construction since the beginning of the war. Until 
recently, repairs were limited to a maximum of $200. 
In view of the small volume of repairs permitted 
under war conditions, half of all new home building 
in the next ten years is expected to be replacements. 

A sharp rise in the marriage rate always occurs 
during wars, especially in their earlier stages. The 
increase during the recent war was substantially 
above that during World War I. The rate per 1,000 
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of population in 1939 was 10.5, compared with 13.1 
in 1942, and with 11.8 in 1943, when a large section 
of the service men were overseas. Of the women in 
the country fourteen years old or over about 63% 
are married, compared with roughly 60% from 1920 
through 1941. (See Road Maps of Industry, No. 447.) 

Statistics on birth rates show a corresponding rise. 
Registered births in 1943 totaled 2.9 million, com- 
pared with 2.8 million in 1942, and 2.5 million in 1941. 
A decline in 1944 to 2.8 million did not bring the 
rate down to prewar levels.* 


NEED IS NOT DEMAND 


Trends in these data serve as a basis for estimates 
of the near-future need for new residential construc- 
tion. But it is demand, not need, that determines the 
level of new construction, and effective demand re- 
quires ability to pay. Since this ability depends on 
the extent of economic progress, the level of national 
income, and general prices—all of which have a direct 
bearing on the standard of-living—definite prognosti- 
cation of actual residential construction in the next 
several years is precarious. If the government should 
channel materials to residential construction on a 


Chart 3: Nonfarm Dwelling Units Constructed 


Sources: National Bureau of Economic Research; Bureau of Labor 
Statistics 
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Note: Normal types of residential construction discontinued early in 1942 


scale that interferes with reconversion, new plant 
construction, and capacity expansion essential to sup- 
port the desired employment level, purchasing power 
and living standards probably would decline and a 
large part of prospective demand for new residences 
would disappear. A low level of employment, or its 
prospect, would probably result in a greater demand 
for cheap or obsolete housing. 

It is, undoubtedly, because of these uncertainties 
that the Bureau of Labor Statistics classifies its esti- 
mates as the “probable” volume of postwar construc- 

1Bureau of the Census. 


10 THE CONFERENCE BOARD 


January, 1946 


tion. The average yearly volume of all construction! 
during the first five postwar years is placed at $10.9 
billion, with both figures adjusted to 1940 costs, com- 
pared with $5.8 billion in 1938. The largest part of 
this volume is expected in nonfarm residential struc- 
tures, at an average of about 900,000 new units a year 
at an annual cost of $3.4 billion. About 95% of 
these outlays is expected to be privately financed. 
(See Table 1.) The most serious deterrents to early 
large-scale building are high wage rates of skilled con- 
struction workers,” and scarcity and relatively high 
prices of essential building materials, with a prospect, 
however, of increases in ceiling prices. 

Scarcity of workers in some areas is partly because 
there are fewer transients during peacetime than 
during war. Also, many skilled workers are still in 


cost of house and land. (See Table 2.) Wholesale 
prices of most of the essential materials are not out of 
line in any prohibitive magnitude with those in 1941 
because the ceilings established during the war are 
still in effect. 

The composite index of wholesale building material 
prices! in September was about 18% above the 1926 
average, although in that year they were compara- 
tively high as a consequence of peak residential con- 
struction and a high level of industrial and commer- 
cial construction. The November index of plumbing 
and heating material showed a decline of about 5%; 
cement held steady, while brick and tile rose 17% 
and paint 8% from 1926 levels. Lumber prices, how- 
ever, have gone up about 56%. Ceiling prices on 
this item were raised during the war as wages were 


Table 1: Estimated Value of Principal Types of Construction To Be Started During Final War 
Year and First Five Years Thereafter! 


Source: Bureau of Labor Statistics 
Millions of Dollars 


Type of Construction 


Private ‘construction! 2 i270. Stila chest. dae enoaiel scene see aaeeee 
Residential, nonfarm sige checsso.0 sisistv aya eate «sv ie shales eres eNieiece 
New: construction: tvcan7 «ssc aerde oa ainule oe ieanetameret mete eee 
Additions, alterations, modernization, and major repairs........ 
Nonresidential.<csccck Vocus cect tere on Fo commen Senet 
Commercial. iiso:se-s:010.sva'acare “asmrarepstinessakonon erelnision aiken een tenn 
New Constructions <6 6.25 50.000 cic. ae clea eee sae mine eerie 
Additions, alterations, modernization, and major repairs... .. 
Tniddustirial., ..«4:s:0.<.0se/s sinis\otsicve-e wie «Scale, oss lays, A aes eles aes er 
New construction’: 3. Soo. fe .cs ccc sheet oeentee el elee iat 
Additions, alterations, modernization, and major repairs... .. 
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Social ‘and recreational. :.. .......03 ¢. ebleteee eee mas «satis 6 
Hospital and institutional.ais...scsete deme mete ei orerstord Gee 
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1Converted to 1940 cost levels 
*Between defeat of Germany and defeat of Japan 


the Armed Services, especially the Sea Bees and the 
Army engineering branches. Critical material scarci- 
ties include lumber, plumbing and heating units, 
brick, and electrical equipment. High costs and short- 
ages of both lumber and skilled workers on the site 
are the chief retarding influences at present. Labor 
costs and lumber constitute about 50% of the total 


1Includes additions, alterations, repairs and modernization as well 
as new construction. 


*Late in December, the Wage Adjustment Board approved a wage 
increase slightly under 15% for approximately 200,000 building 
trades and heavy construction workers in New York City and vicinity, 
the increase not to exceed $0.25 an hour. 


First Five Postwar Years 


Includes municipal and other publicly owned utilities except those constructed in 
conjunction with reclamation, conservation and development program 


raised in order to hold logging industry workers from 
flowing into the higher wage-rate munitions indus- 
tries. (See Chart 1.) 


CONTROLS IMPORTANT 

Another impediment in the way of an immediate 
launching of some residential building projects is un- 
settlement growing out of current government con- 
trols and possibilities of sudden modifications. Pro- 
ducers of building materials are reluctant to expand 
activities under existing ceiling prices, which are re- 

1Bureau of Labor Statistics. 
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garded as too low for profitable operations. Dealers 
in these materials hesitate to enter fixed-price con- 
tracts with builders as long as the threat of higher 
ceilings prevails. 

Administrative efforts to obtain legislation author- 
izing ceiling sales prices on old and new residences 
tend to deter construction contractors. It is practi- 
cally impossible to fix a fair price before work com- 
mences, since many elements affecting costs may 
enter the picture during the period of construction. 
Before commencing operations, builders desire some 


Table 2: Cost of House and Land 
Source: National Housing Agency? 
Per Cent of Total Cost 


Cost of | Cost of | Cost of | Com- Deliv- 
Item Manu- | Distri- | Trans- | bined ere 
facture | bution | portation] Profits Price 


———— | ————— | | ——_———_———— 


Cost of Materials at Site: 

uumber............- .19 4.64 1,42 1.60 | 11.85 
Masonry.......:...'. 2.17 0.73 0.30 0.25 3.45 
Concrete and mortar.| 1.70 | 0.86 | 0.33 | 0.44] 3.33 
Plaster, lath and wall- 

Spr Repent: Blea 1 1.54 0.46 0.96 4.27 
Insulation eae ice ieee 0.11 0.06 0.03 0.04 0.24 
roofing: §..0.. 20 So as 0.62 0.32 0.10 0.21 1.25 
PLOT cc 0 502 50 nfs. 1.35 | 1.02 | 0.24] 0.384] 2.95 
Miitwork..........:. 2.88 3.10 0.38 1.00 7.36 
LECT TE eee 0.88 0.34 0.04 0.15 1.41 
Finish hardware...... 0.29] 0.29} 0.03] 0.10} 0.71 
Plumbing, /.).0.0.5 5. 3.63 0.90 0.35 0.60 5.48 
Heating. if) 05-00, 2.0 0.89 0.30 0.09 0.14 1.42 
Electrical............ 0.39 0.40 0.05 0.14 0.98 
Miscellaneous........ 0.49 | 0.30] 0.08] 0.13 | 1.00 

All materials....... 20.90 | 14.80 3.90 6.10 | 45.70 

Cost of site construction labor................0eceeeeees 29.50 
Contractor’s and subcontractors’ overhead and profit...... 12.30 
Praraucosl OL NOUSE! OL Ces OE. deccale ces oe able Dacee ea cede 87.50 
Value of unimproved land (including profit on land)....... 7.00 
Cost of land improvements (including profit on improve- 
TET IGE. CA artis, cel Sats AR a sch Nene eves +, o'stescatern 5.50 
So Bt USSG SMR ie TD coo Sie Bs Sega ecarert et ata s ee ewe 100.00 


1National Housing Bulletin, No. 2, issued December, 1944 


reasonable prospect of obtaining a price yielding a fair 
profit. The sum-total effect of these factors is that 
a considerable part of the retarding forces thus far is 
psychological rather than actual. 

Although the postwar housing problem is of greater 
magnitude than after World War I and the affected 
industries are subjected to government policies on 
wages and prices, there are many similarities in the 
two periods. In the first war, housing, like most other 
industries, went to war. No increase in permanent 
housing took place, and property prices rose as de- 
mand progressively increased above a static or declin- 
ing supply. With the war’s end, demand received a 
further impetus from returning veterans seeking hous- 
ing facilities. 

Price controls and priorities, however, were of 
limited scope in the last war and were withdrawn 
shortly after the conflict. Also, new residential con- 
struction was curtailed only about eighteen months 


in the last war, as against a period of three and one 
half years in this war when government control was 
universal. Moreover, our industrial resources and 
materials were drawn ‘on more heavily. Practically all 
American industries have been affected by these fac- 
tors, but in the case of building there is one out- 
standing feature: There is no substitute for housing; 
foregoing shelter is not merely a sacrifice—it is a 
calamity. 

It is expected that residential building will take 
precedence over other types, as was the case after 
World War I, although some material and labor con- 
cessions must be made where urgently needed for 
plant maintenance and expansion if employment lev- 
els are to be held. 

Quick conversion of military barracks and similar 
structures is being carried out to temporarily take 
care of the most urgent needs; but opposition against 
a too-extensive program exists, because the converted 
properties, although make-shift expedients for a short 
period, still require essential materials and labor nec- 
essary for the erection of permanent facilities. 

A recent OPA ruling permits new pricing methods 
in cases where shipments are made to sections in 
short supply that are outside a given producer’s usual 
market area. Full freight costs may be added to the 
fixed maximum ceiling prices. The administration is 
making efforts to ease the shortage by speedy release 
of government-owned housing units and building ma- 
terial surpluses. 

CPA has announced a program commencing Janu- 
ary 15 intended to provide critical materials for erec- 
tion of 400,000 dwelling units of moderate cost this 
year. Preference in both buying and renting will be 
given to veterans. Priorities are being used to chan- 
nel materials to areas where inadequate, low-cost 
housing facilities are most serious. Assurance has 
been given that materials should be in fair supply 
by summer and that builders should be able to “skim” 
through the early spring. 

Haroip W. SassE 
Division of Business Statistics 


Now Everybody Gives 


ONSIDERABLE interest attaches to the increase 

during recent years in the outlays of individuals 
for gifts and bequests to social welfare agencies and 
the like. Of corollary interest is the fact that public 
welfare expenditures of the states have been much 
larger since. 1937 than during the Twenties. There 
would seem, therefore, to be some fallacy in the argu- 
ment not infrequently heard that social-security and 
other outlays of the Federal Government for social 
welfare would in substantial part replace contribu- 
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tions for much the same purposes formerly made by 
individuals and state and local governments. 

Table 1 shows the Department of Commerce esti- 
mates of consumers’ (i.e., individuals) expenditures 


Table 1: Consumer Outlay for Gifts and Bequests 
1929-1942 
Source: Department of Commerce 
Millions of Dollars 


Hospitals and 


eel pistons ae Sys Welfare 
ies— sie Sanitariums Bence Total 

Nene | Gtrrene | Welfare | "(Cotrent | 4 capital 

Account) 5 Account) Redawients 
1929.... 129.3 8 26.0 263.6 
1930.... 157.0 16.1 20.2 264.3 
1931.... 197.6 10.1 NEY Gane 268.5 
1982.... 143.1 8.2 14.6 189.8 
1983... 113.6 8.1 12.4 149.5 
1934.... 107.2 9.0 12.8 142.3 
193527. 111.3 14.4 20.3 161.8 
1986:>.. 112.8 30.0 18.5 184.9 
1937.... 112.2 16.3 18.3 177.2 
Loss. 106.9 11.4 17.5 167.5 
1939.... 110.6 ap tae) 17.8 171.1 
1940.... 114.9 34.7 18.3 206.0 
1941.... 121.5 31.2 19.6 202.9 
1942.... 114.0 24.4 332.9 


for gifts and bequests during the years 1929-1942, the 
latest year for which these data are available. In 
1942, total outlays were more than double those of 


Table 2: State Expenditures for Public Welfare’ 
Sources: Tam Conrerence Boarp; Bureau of the Census 
Millions of Dollars 


Year Year 


n.a.Not available. 
1Excludes aid received from the Federal Government and from local units. Prior 


to 1937, State shares of locally shared taxes are excluded. Excludes expenditures for 
unemployment compensation, except administrative costs. 

most of the depression years, and quite appreciably 
greater even than those of the boom year 1929 and 
the earlier years of the great depression. 

Data for state expenditures for social welfare are 
not available for all the years in question, but com- 
parison, in Table 2, may be made between most of 
the years in the decade of the Twenties and the open- 
ing years of the Thirties, with those since 1936. The 
war has reduced these outlays somewhat, owing 
doubtless to full employment, but the figure for 1943 
is still many times the average of those for the dec- 
ade or so preceding the great depression. 


Frepertck W. JoNnEs 
Division of Business Statistics 
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Advertising 
Outlook Bright 


SHARP spurt in 1946 advertising volume is ex- 

pected, as shortages ease and marketing of con- 
sumer goods becomes more competitive. The Print- 
ers’ Ink Index of General Advertising Activity 
jumped about 63% from 1918 to 1920 immediately 
following World War I. In 1944, advertising volume 
was estimated at $2,270 million, 642% above 1943 and 
highest since the 1929 peak of $2,600 million. For the 
first ten months of 1945, Printers’ Ink index was 
4% above a year earlier, continuing the upward trend 
which may equal the 1929 record this year. 

During the war, shortages of goods and limited 
space resulted in advertising chiefly for good will and 
to advance the war effort. Time and space valued at 
more than one billion dollars by the War Advertising 
Council was contributed toward the war effort by 
business. 

The war’s end brought a change of emphasis in ad- 
vertising content, as some war-born products began 
to disappear and manufacturers entered upon cam- 
paigns to create markets for merchandise which 
would be available when materials were in better sup- 
ply. Although accumulated savings and pent-up de- 
mand for goods are expected to prolong the present 
sellers’ market for some time, most producers realize 
the importance of the long-term view and plan to 
keep their products before the public eye. 


RADIO ADVERTISEMENTS LIMITED 


Radio advertising expansion is limited by the lack 
of desirable listening time for sale. However, total 
radio time sales in 1945 were estimated as slightly 
above the $287 million reported for 1944. Frequency 
modulation and television are being developed simul- 
taneously, with their relative importance to adver- 
tisers still undetermined. It will cost at least $50 mil- 
lion to install frequency modulation; television will 
be even more expensive. Since neither is likely to 
break even for several years, the development period 
will be a critical one for radio. Efforts are being made 
to gauge audiences more effectively. 

Imports of Canadian newsprint this year are ex- 
pected to be 18% above 1945. A sharp drop in domes- 
tic production will nearly offset this gain, leaving only 
a slight rise in total supply. Thus, newspapers may 
not share in the general advertising boom, as some 
must still limit size of advertisements. Government 
restrictions on newsprint use ended December 31, ex- 
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cept for inventory controls. Scarcity of printing 
equipment reduces publishing capacity, and it is im- 
possible to predict how long shortages of material and 
machinery will continue. 


MAGAZINE OUTLOOK STRONG 


A substantial upswing in magazine advertising is 
predicted for 1946. Many new periodicals are prom- 
ised, despite production problems. For the first eleven 
months of 1945, magazine advertising linage increased 
16% over the year before, and a further rise of 10% 
to 15% in 1946 has been forecast. Outdoor and direct- 
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mail advertising have shown corresponding advances 
and may reach record volume this year. 

Labor disputes, uncertainty about government pol- 
icy, and the repeal of the excess-profits tax may tend 
to retard the expected boom in advertising. However, 
of 152 national advertisers surveyed, 63% plan larger 
expenditures for advertising in 1946, with these in- 
creases ranging from 5% to 300% over 1944, indicat- 
ing a bright outlook for the trade. 


Marsorie E. Jupp 
Division of Business Statistics 


Regional Business Indicators 


4. War Production Centers; Marriage 
Licenses Issued 


OTWITHSTANDING a certain spottiness which 
begins to appear in the figures, it is evident from 
the available data that through at least November a 
surprising degree of business activity was quite gen- 
eral in war production centers. The feature of the 
November figures is, perhaps, the extraordinary im- 
provement in a number of districts where in many 
quarters declines had been feared. 

Department store sales are showing considerably 
smaller increases than last year in New York City, 
Buffalo, Newark, and Cleveland, more marked ad- 
vances in Tacoma, Seattle, Oakland-Berkeley, San 
Francisco, San Diego, Long Beach, Los Angeles, and 
somewhat less-marked advances in Detroit, Milwau- 
kee, Chicago and Portland (see Table 2). 

The bank-debit figures, on the whole, seem to sup- 
port the testimony of department-store sales, al- 
though changes are not great. In the New York 
City area, the decline is apparently about what is 
to be expected seasonally. Care must be exercised in 
interpreting these data for the larger financial cen- 
ters, particularly New York City, since bank debits 
in these areas are affected by factors which are not 
directly related to business activity. On the West 
coast, except for the San Francisco Bay area and pos- 
sibly San Diego, the increases appear to have been 
definitely greater than due seasonally. Increases were 
outstanding in Trenton and other districts around 
Philadelphia, although not in Philadelphia itself. 

In the Chicago Federal Reserve District, gains 


were substantial outside Chicago itself and Detroit. 
Perhaps the most interesting changes are found in 
the increases reported from such war-swollen areas as 
the Hampton Roads district, and the Houston-Gal- 
veston and the Port Arthur-Beaumont centers, where 
early and sharp postwar declines had been predicted. 

Not only do indicators of present activity suggest 
a high and reasonably uniform volume throughout 
these areas, but available data which tend to reflect 
plans for the future are definitely on the encouraging 
side. Building permits, despite their well-recognized 
tendency to erraticism, can hardly be interpreted as 
other than indicative of intentions to do very sub- 
stantial building in many districts. Perhaps the 
outstanding features of the November reports—the 
more so since a number of the centers had been listed 
as likely to show early and sharp declines, particularly 
in construction—are the following increases: Boston, 
135.5% over October; Pittsburgh, 124.3%; Hampton 
Roads, 80.7%; South Bend-LaPorte, 82.2%; Houston- 
Galveston, 36.5%; Port Arthur-Beaumont, 20.5%; 
and Los Angeles, 44.8%. Whatever the future may 
ultimately bring forth, it would appear that individ- 
uals in some of these areas which had been cast for 
roles as postwar “ghost towns” have plans at this 
moment which are not in character. Fairly sizable 
declines are reported from the Hartford, Albany- 
Troy-Schenectady, Newark-Jersey City, Baltimore, 
Detroit, and Portland-Vancouver areas, but some of 
these declines are doubtless of seasonal origin and 
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TABLE 1: MARRIAGE LICENSES ISSUED 


Source: Bu 
Period Hartford | Boston’? N ie oe Utica 
todo.noet? |e 10,996 68,115 629 
1040) so vi Se eve 12,617 87,260 1,004a 
1941 January.... 765 5,601 67 
February. . 818 5,302 50 
March..... 991 6,917 52 
Apriljgeds.:. 1,224 7,913 111 
Ma verncits 1,692 9,774 141 
June ce Ft 1,658 10,163 107 
July....... 1,410 6,312 80 
August..... 1,546 9,075 197 
September.. 1,553 8,486 119 
October... .. 1,834 8,115 114 
November.. 535 6,252 96 
December. . 1,057 11,155 98 
Totalian. 15,083 | 94,465 | 1,162 
1942 January.... 1,204 8,714 
February.. . 926 6,095 
March..... 1,092 6,599 
Aprilia sees 1,204 6,279 
Mayiise a. 1,333 7,182 
SP nee. Age 1,469 7,792 
JulysSu 8: 1,086 5,849 
August..... 1,415 7,142 
September.. 1,302 7,309 
October.... 1,215 7,824 
November.. 1,190 6,831 
December. . 1,018 7,089 
Total.... 84,705 
1943 January.... 6,109 
February... 5,697 
March..... 6,077 
April....... 6,404 
VERY re ee 6,663 
JuNey. es eo: 8,513 
Sully tees 6,544 
August..... 6,924 
September.. 6,707 
October... .. 6,520 
November.. 6,307 
December. . 6,322 
Total. ... 78,787 
1944 January.... 5,855 
February... 5,560 
March. .... 5,680 
Aprilyncscre 5,600 
May....... 6,329 
June....... 7,275 
July. ..c2 4,944 
August..... 5,847 
September.. 5,629 
October.... 5,687 
November.. 5,558 
December. . 5,703 
Total. ... 69,667 
1945 January.... 5,546 
February... 4,430 
March a ee 5,805 
ADYI Aas 5,070 
Mayne 6,347 
JUHE. co 7,601 
Jaly ie: 6,148 
August..... 6,611 
September.. 6,123 
October... . 7,030 
November.. 7,271 


others follow quite sharp increases in recent months. 
Marriages, or, in lieu of statistics on marriages, mar- 


reau of the Census 


Mil- . South 
Albany Buffalo waka Detroit Bendé 


881 4,037 6,091 | 15,439 3,016a 
1,234 5,837 6,977 | 19,373 2,306a 


395 327] 1,462 118 
352 379 | 1,270 144 
323 325 | 1,364 121 
665 855 | 1,738 206 
828 | 1,140] 2,382 283 
926 | 1,292 | 2,268 302 
553 683 | 1,689 188 
734 932 | 2,103 Q15 
585 715 | 1,854 187 
530 743 | 1,961 224 
596 666 | 1,665 245 
500 582 | 2,001 250 


6,988 8,639 | 21,757 2,483 


551 725 2,248 195 
405 466 1,493 198 
380 429 1,752 140 
529 757 1,968 205 
568 745 2,129 199 
748 898 2,326 209 
486 556 1,717 169 
550 708 1,945 199 
507 515 1,755 175 
504 610 1,774 215 
487 547 1,748 196 
373 461 1,731 164 


6,088 TATT | 22,586 2,264 


362 465 1,661 130 
304 438 1,625 102 
295 381 1,426 121 
378 520 1,616 118 
420 589 1,816 172 
584 778 2,139 187 
455 577 1,789 142 
440 594 1,839 176 
436 540 1,661 194 
393 559 1,661 142 
421 528 1,571 153 
328 389 1,549 146 


4,816 6,358 | 20,353 1,783 


343 437 1,559 156 
353 400 1,389 123 
269 356 1,356 130 
406 497 1,583 171 
4.28 590 1,745 185 
520 724 1,945 209 
363 492 1,558 138 
441 524 1,669 149 
415 530 1,568 146 
359 549 1,578 171 
385 496 1,376 127 
294 387 1,407 130 


4,576 5,982 | 18,733 1,835 


313 476 1,517 130 
244 331 1,168 137 
297 432 1,375 173 
369 542 1,443 144 
389 599 1,745 162 
603 831 2,052 232 
491 663 1,975 218 
539 651 1,933 198 
466 622 1,731 186 
533 662 1,917 239 
599 762 2,013 233 


Houston’ | San Fran- 
is 


6,211 


7,048 
462 
539 
517 
588 
655 
746 
628 
660 
578 
659 
718 

1,018 


7,768 


764 
684 
679 
791 
785 
955 
809 
849 
833 
907 
843 
980 


9,879 


782 
768 
823 
869 
869 
1,025 
922 
847 
786 
825 
884 
897 


10,207 | 


736 
791 
840 
796 
828 
910 
815 
775 
784 
739 
157 
893 


9,664 


cisco® 


14,716 


1,122 
1,166 
1,237 
1,345 
1,498 
1,930 
1,729 
1,571 
1,792 
1,656 
1,698 
1,934 


18,678 


1,514 
1,625 
1,618 
1,664 
1,682 
1,856 
1,511 
1,774 
1,754 
1,693 
1,659 
1,795 
20,145 
1,927 
1,653 
1,856 
1,693 


Los 
Angeles* 


22,929 
19,298 


1,273 
1,408 
1,313 
1,568 
1,858 
2,788 
1,875 
2,343 
1,767 
1,680 
1,698 
2,137 

21,703 
2,259 
2,164 
2,005 
2,219 
2,220 
3,321 
2,509 
2,534 
2,445 
2,425 
2,341 
2,535 


. 28,977 
2,368 
2,094 
2,254 
2,440 
2,724 
3,616 
3,042 
2,912 
2,851 
2,783 
2,794 
3,064 

32,942 
2,581 
2,666 
2,676 
2,808 
2,703 
3,144 
2,701 
2,920 
2,742 
2,755 
2,665 
3,175 

33,536 
2,892 
2,617 
3,049 
2,569 
2,894 
3,457 
3,104 
3,249 
2,713 
3,183 
3,445 


riage licenses issued, have long been recognized as an 
important indication of the course of business in a 
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TABLE 1: MARRIAGE LICENSES ISSUED—Continued 
Source: Bureau of the Census 
Period es dena y Palit er detain Trenton | Cleveland’| Akron’ eee Baltimore | Norfolk Tulsa® Chicago® 
ISU ER, ahee tats Dots s taapshel alana 7,515 1,913 9,263 | 15,475 865a} 9,667 2,891 | 10,908 8,022 1,66la| 1,757a| 35,113 
My ST less tale ales 8,746 2,355 | 11,841 | 14,941 1,278a} 12,226 $,755 | 11,837] 10,983 1,89la| .1,935a] 44,126 
1941 January............ 519 128 692 765 89 739 265 655 1,028 96 123 2,581 
February. 2.40: =e: 665 141 832 15 94 736 250 631 1,008 124 150 2,429 
Miairchigs. dass goss oe 625 136 569 970 67 592 267 530 998 124 165 2,205 
PAQUIN: does ehs fo Hebscs Bs 774 Q21 TART 1,244 136 919 841 1,015 1,200 142 162 4,245 
LAr es chaghe: Mp seo 967 298 L127 1,773 127 1,240 433 1,380 1,255 152 179 5,015 
0 a roe B 1,105 401 1,755 1,941 175 1,603 565 1,604 2,216 253 214 5,849 
LY usiae,s svi suslaner ars ate 931 268 921 1,140 100 1,143 417 1,107 1,325 195 169 3,793 
OTITIS re fe ane nc tpsl sds 1,060 317 1,229 1,749 149 1,623 504 1,438 1,315 193 224 5,166 
September.......... 1,089 280 1,314 1,692 154 927 265 1,117 1,353 184 187 4,525 
RUGHODER. aids calaeee oe 941 273 1,164 1,365 149 1,059 332 1,044 1,290 Q17 Q7 4,326 
November.......... 959 286 1,216 1,315 185 1,025 331 1,075 1,376 184 204 4,075 
December. :........4- 1,343 306 1,202 1,520 147 1,031 440 1,022 1,602 290 303 4,115 
AT OLA sities inc.0. 44s 10,978 3,055 | 13,198 1,522 | 12,637 4,410 | 12,618 | 15,966 2,154 2,297 | 48,317 
1942 January............ 278 1,279 167 1,175 343 1,100 1,653 250 937 4,236 
BCDTUATY. .)0.5,0 visa di 293 1,086 127 891 315 769 1,623 261 202 3,210 
(UE ee eee 234 818 106 770 294 678 1,316 243 210 2,976 
LTT aes Fei 291 1,219. 124 1,057 289 1,048 1,640 304 240 4,098 
ey a As ela asohein rds 310 1,176 144 1,171 331 1,031 1,401 284 234 4,145 
PUNE es -tstdioin.sipysyeia tie 383 1,454 170 1,374 457 1,315 2,071 375 289 4,630 
US Nie dae SRE) dhs a & 258 972 121 1,012 317 957 1,588 329 196 3,375 
TATIAL «ister cciero ois $16 358 1,149 138 1,057 373 1,075 1,565 358 208 3,908 
September.......... 287 1,237 144 995 297 1,039 1,795 364 278 3,767 
WICLODED. Fe tecenine ses 298 1,179 134 1,013 335 1,046 1,672 378 270 3,952 
November.......... 264 1,161 114 1,060 345 1,181 1,627 332 Q75 3,793 
December...... 262 1,027 129 941 328 895 1,644 357 291 3,681 
BRGERI See teenie te 3,516 | 13,757 1,618 | 12,516 4,024 | 12,134 | 19,595 3,835 2,930 | 45,771 
U94S January.......5-..-. 196 807 103 759 266 807 1,434 293 226 3,077 
Mepraaryirs. fo gels, 295 869 128 786 251 776 1,405 334 224 3,003 
SUD 2 ORR CPS 223 771 93 755 238 746 1,433 319 234 2,943 
150g | sce Span 259 926 134 805 290 879 | 1,498 335 274 | 3,451 
LGV rete e wanted sel o's 295 937 111 934 303 1,008 1,431 320 208 3,572 
(piel Pee bg ae Oa 433 1,223 165 1,254 384 1,325 1,929 391 290 4,500 
SIULV MAM wiche Pe pia sie 8 288 956 149 1,021 326 1,038 1,607 384 262 3,574 
PAMPASU, soils a wtasies a 283 893 121 922 329 1,001 1,520 355 206 3,536 
September.......... 311 1,038 152 961 303 911 1,522 346 303 3,400 
WICLODGES:, «i. S052, 5 68 281 960 131 964 259 846 1,460 349 244 3,318 
November.......... 302 915 123 914 300 935 1,482 343, 208 3,417 
December........... 329 783 114 7187 295 786 1,594 327 289 3,207 
otal aus Pakast <2 3,425 | 11,078 1,524 | 10,862 3,544 | 11,058 | 18,315 4,096 2,968 | 40,998 
1944 January............ 266 794 107 776 276 876 1,378 327 Q15 3,135 
Mebruary, |. ft. a5 2 244 696 93 714 279 769 1,341 366 203 2,928 
March... 233 734 86 691 246 676 1,359 312 194 2,819 
ASIII ABP. 2s ta ccd ouch 267 825 103 862 261 828 1,417 385 293 3,246 
LE BES ee 295 957 125 900 290 964 1,401 340 192 3,504 
BRETT iar «ase cha thlets 25 378 1,063 132 1,066 361 LOT 1,628 362 Q49 4,337 
BPO ers cots, Seka 2 281 758 95 925 290 175 1,305 331 224 3,128 
PAP CTEE Eos): Pie. ds 305 873 126 895 291 858 1,410 363 202 3,372 
September.......... 320 811 101 839 265 800 1,327 340 237 8,215 
Metober i. cid. 50.3 os 258 812 97 820 303 783 1,280 318 216 3,179 
November.......... 268 756 108 828 314 833 1,269 347 244 3,019 
December........... 301 672 78 796 353 742 1,434 434 280 2,987 
DORAL acr. 20.0 «oprah 12,820 1,251 3,529 9,981 | 16,549 4,225 2,679 | 38,869 
1945 January............ 1,018 101 282 795 1,365 340 235 3,174 
Rebruary,.sts see's. 4 802 83 256 634 1,119 361 215 2,614 
Piao sen "eee its, |2 1,005 80 298 679 1,346 387 235 2,784 
5591 Mea i el 1,020 112 278 757 | 1,219 369 195 | 2,992 
(RA eerie ais oe ON 1,283 111 318 919 1,372 346 265 3,401 
AIG Bethe io fas = ree 1,459 127 400 1,296 1,562 454 250 4,402 
{ELE Sa Ps RA 1,259 110 388 1,091 1,475 384 219 3,865 
BSSNPLISUs 5 per chee es « 1,204 127 412 1,141 1,507 296 165 3,911 
September.......... 1,251 131 356 995 1,336 271 176 3,699 
DARIEN icra Soarenie ors.shatl 1,431 135 417 1,081 1,438 303 196 4,158 
November. ......... 1,421 183 432 1,317 1,593 283 195 4,405 
Intentions filed 4Includes Yonkers Includes Paterson and Elizabeth 
2Includes Cambridge and Lowell 5Figures are for whole county in which city is located 8Applications for licenses 
Includes Bridgeport Other figures are for cities only aMarriages performed 


®Includes Alameda County (Oakland city) 
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Table 2: Department Store Sales 
Source: Federal Reserve 


Per Cent Change October to November 


———— Ss —— ——————————— 
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Note: Gales ts are based upon seasonally adjusted indexes except those for 


Bridgeport New York City Buffalo and Newark. 
1Part of the New Haven-Waterbury area of the WPB. 
2Part of the Los Angeles area of the WPB. 
3Part of the San Francisco Bay area of the WPB. 
4Part of the Seattle area of the WPB. 
eEstimates. 


Table 3: Building Permit Values 


Source: Dun and Bradstreet 


Percent Change October to November 
Area 


New Haven-Waterbury......... 
New Mork: City. «cena atest ee 
TILLY cterslo.cts cee eee ae 
Albany-Troy-Schenectady....... 
Newark—Jersey City............. 
Piiladelphiaw... . crete cn ee 
Cleveland 3% 95. oe ee 
Pittsburgh 
Baltanore/ Ie cae ee 
Hampton Roads. passe «..05.ee 
Charlestonii(S: C.)5. 48... 
Mobile 


Chiccan7 gen...; anes 4 ee 


OP ODDAANWINMOWONIWHWYWOOIAPOUS 
SHH RDHRQHNOHNMROBR AN DWHDWAHOSO 


ee Nee ew ee 

Note: The industrial areas used in this table are those of the War Production Board; 
the building permit values in each area are those of the cities within that area so 
far as they are available. In some areas they are the total of such values as reported 
for several cities; in others data are eyallable for only one city. 


number of lines, particularly as a suggestion of what 
is likely to be the future market for household fur- 


Table 4: Bank Debits to Deposit Accounts, Except 
Interbank Accounts, by Certain Industrial Areas 
Source: Federal Reserve 


Per Cent Change October to 
November 


District and Area 


1945 Average | Average 
1940-1944] 1935-1939 


Boston Federal Reserve District 


Hartford: areanon..5 i000 (ae aeons 0.3] -0.7] -8.2 
Boston: areas stassdc eee ee ciel ene 1.6 4.2 -5.0 
New Haven—Waterbury area...........] 10.1 | -4.7] -8.1 
Other®.:4, 3). 4... See Ae ee 0.8 -5.0 6.6 
New York Federal Reserve District 
New, York Cityjares .f4 oe anes —7.8' |) 3.67) -7-5 
Uticatares, . caeetetces ase ot tee coe 10.2} -2.3 | -18.5 
Bufislo area ce... tole ea en —2.0| -5.5 | -8.6 
Albany—Troy-Schenectady area........ -2.1 14.6 | -18.1 
Newark-—Jersey City area.............. We al (ee Pr) 
OER ER res Asrsconeton ments oe ee tee 0.2 -3.4 1 -10.2 
Philadelphia Federal Reserve District 
Philadelphia*area)., 2) pt... cee ae 0.4 4.0] -5.4 
‘Trenton :areages.oi 5 oat oh eee ote (ae0 t) MIST O a teens 
Otherts J. S85. 37 ee. eae 10.3 -3.3 -9.4 
Cleveland Federal Reserve District 
Cleveland areas. ston oe oe ae ee -5.6 | -6.0] -7.3 
AKromarea..cnea « tt.aqae st seemed oe 2.2) -7.3 | -11.6 
Pittsburgharean. 2:07.00 tas a Se -0.5 | -1.7] -5.7 
ORR erik. conde cate a eee 2.8 =—2.8 -6.1 
Richmond Federal Reserve District 
Baltimore’ area. .<.2 &ciasa so: wee ee -3.3 | -2.5] -9.3 
Hampton Roads area................- 7.3| -9.4| 2.2 
Charleston; \(S; C:) /area.a.cen oseies oe 2.3 | -6.3 | -17.5 
Others. i). .ceee cae otto ce ete -7.6 -6.5 | -10.4 
Atlanta Federal Reserve District 
Mobile-Pascagoula area............... 2.2] -0.9] -8.9 
En ere oi6b scuba: os acto eae ee at 2.7) -3.8] -7.9 
Kansas City Federal Reserve District 
Tulsarares nec: § ...2 ee ee ae 1.6; -0.1] -3.0 
Others 250% ANgeu5 2) Witenes 0.9 -3.0 -6.9 
Chicago Federal Reserve District 
(Chicago iarcadae-$y.2h-s\ ttrtas ae ree 0.1) -5.4] -6.4 
Milwaukeelares..... 8% eter, aires hoe > 9.2} -2.1] -8.3 
Detroit. areaWy.c5 2 2. ees toe tee ae -6.0 | -1.2 2.6 
South Bendiarea,...2... 7. een ee ease 5.1] -3.3] -4.4 
Otherzs..... saa a es eee ae ee 5.3] -4.8 4.4 
Dallas Federal Reserve District 
Houston-Galveston area..............- 7.2| -2.7}] -€.6 
Port Arthur-Beaumont area........... 7.9 2.1] -3.8 
Others:? & citat cone Pitre Meaty <a ek -3.5 | 7.8 
San Francisco Federal Reserve District 
San Francisco Bay area................ -10.1 | -2.2| -2.9 
Los’Angeles'area,): 2), 200.48. 5. ete 1.8] -1.9| -4.7 
Sai Diego area. ci.03.. 005.0% Sooner. 533. |, LLon 17 
Seattle areaSsa sn: 4-4hnaceun serene ae S21 | Sree 753: 
Portland areax..c.. 3.22 Soe yee 0.5 | -10.6 
QOther.=...8 De San tee ee 9.3 | era f 2.3 


Note: The figures represent total debits or charges to deposit accounts of individuals, 
partnerships, corporations, the United States Government, and state and local gov 
ernments. The industrial areas snown are those of the War Production Board. The 
debits for each area are those of the banks within that area so far as they are avail- 
able for approximately the period covered. In some areas they are the total of the 
debits as reported by several cities within the district; in others data are available 
for only one city. “Other” means the total of debits reported by banks in thej141 
cities” series of the Federal Reserve not included in the industrial areas separately 
shown. In a few instances the figures have been adjusted to approximate an elimina- 
tion of the effect of banks added to the reporting list. 


nishings, various appliances, and housing accommoda- 
tions. It is true that this particular series must be 
interpreted with caution at this moment owing to the 
extraordinary situation arising from demobilization. 
They have been regarded as of sufficient value even 
at this time, however, to warrant inclusion among the 
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Table 5: Number of Marriage Licenses Issued 
Source: Bureau of the Census 


November 
City 
1945 1944 1943 1942 1941 

WrarttOrdi a. Rak Fara 186 132 153 937 226 
SELON Ea catia etic ts 1,102 896 982 | 1,190 535 
New Haven............. 327 251 327 324 328 
New York City......... 7,271 | 5,558 | 6,307 | 6,831 | 6,252 
UG. ae ae 156 71 87 83 96 
AAU oes esr ee estes 117 103 110 132 108 
Battslog.:s 38.2 0est Ad 599 385 421 487 596 
Milwaukee... ..............: 762 496 528 547 666 
WCrOltad..sccc se ee cee] 2,0Lo | 1,976 1° 1,571 | 1,748) 1,665 
ae Bend. 2 UAE Ae 233 127 153 196 Q45 

DUSTONG joo orsjreu ate oe 1,028 757 884 843 718 
San Francisco...........] 2,078 | 1,659 | 1,698 | 1,210 719 
Los Angeles............ 3,445 | 2,665 | 2,794 | 2,341 | 1,698 
Seattle-Tacoma.........| 1,395 | 1,164 | 1,272 | 1,472 959 
Portland, (Ore.)......... 424 268 302 264 286 
Newark—Jersey City.....| 1,070 756 915 | 1,161 | 1,216 
Philadelphia............ 1,421 1,034 | 1,203 | 1,403 | 1,315 
BEPE RUOMIG fer eraxé eto). ckapere 183 108 123 114 135 
Gleveland) «3.5. esic.c ns 1,220 828 914 | 1,060 | 1,025 
INSTR bgt ae anne Be 432 314 300 B45 331 
ittsburghy......t.sts..o| 1,017 833 935 | 1,181 | 1,075 
BavHMOre. . née cies. et 8 1,593 | 1,269 | 1,482 | 1,627 | 1,376 
17) | end iene i oe 283 347 343 332 184 
Plisticue ms oo0k.:. cetes ts, 2%. 195 244 208 275 204 
MONON PONS ho gcs ieee -neban 4,405 | 3,019 | 3,417 | 3,793 | 4,075 


series being presented as indicative of business activ- 
ity and business prospects in the larger industrial 
centers of the nation. 

Indeed, the figures with careful interpretation may 
prove to be rather more-than-ordinarily useful in view 
of the dearth of information concerning the internal 
movements of population as the country returns to a 
peace footing. The usefulness of these figures for this 
purpose should grow as the more abnormal aspects of 
the marriage rate disappear with the passing of the 
unusual situation which produces it. 

‘Current rates of the issuance of marriage licenses 
must be studied in the setting supplied by the extra- 
ordinary records of recent years. “In general, the rise 
and fall in the annual totals for the cities of 100,000 
inhabitants or more,” says the Bureau of the Census 
conformed “to the same pattern as that established 
by available data for the United States as a whole; 
that is, a rise to an all-time annual peak in 1942 and a 
decline during the two following years. However, sev- 
eral significant differences appear. First, in the 
major cities the rate of increase between 1939 and 
1940 (16.6%) was largely maintained between 1940 
and 1941 (14.7%), dropping to an 8.7% advance be- 
tween 1941 and 1942. In the entire nation the initial 
rise was not so sharp (13.8% between 1939 and 1940) 
and the rate of gain dropped off a year earlier, that is, 
between 1940 and 1941 (7.3% increase). Second, in 
the great urban centers combined, the 1942 peak was 
relatively higher above the 1939 base than was the 
corresponding peak for the nation. That is, the big 


Table 6: Percentage Increase in Marriage 


Licenses Issued 
Source: Bureau of the Census 


Per Cent Change October to November 


City 
Hartiordeernaiass cht. oe. 2.2) -16.5 | -11.0] -4.8 
Boston's... Poteet eee -3.9 | -8.1 -8.7 | 2.1 
NewsHavenss-eiro).. 20cre cee -12.6 | -18.5 | -1.2 | -12.7 
New, York: Citys. 0:3. oc. 2eh. ted. 8.4] -2.3| -3.3 | -12.7 
CORB (CS aaterees Aa eas oe Ce seid 45.8 10.9 16.0 20.3 
Aibany% 329 S895. sceeiaee. ae! -5.6 | 27.2) -1.8| -4.3 
Busalos. 5) 28 tyes ce ten: > aed 12.4 ieee, 7.1 -3.4 
IMilwattkeetcnccs.< ctrenters scctn nk - 15.1 -9.7 -5.5 | -10.3 
Webrotljs meres ttiaetehe 5.0 | -12.8 -5 4 -1.5 
South Benda ane. aerate =2).5 | 2527 Yiagl -8.8 
Hioustomys esata an. be oa S52) 2.4 7.2) -7.1 
Sanvhranciscon. cee coh rai econ 7.4 | -2.0 2.5) -3.4 
os: Angeles@ airs te: tae ee 82°} =3:8 0.4) -3.5 
Seattle-Tacoma................. 0.9] -8.0 3.8 0.1 
Portland y( Ores) aaa nck sie 1.9 3.9 7.5 | -11.4 
Newark—Jersey City............. SL f° =-8.94 47 | PLS 
Philadelphiate. 2:.Aenerenus tee. -0.7 | -6.8 3.4] -2.6 
Mrenton eee. eves oy.) eee 35.6 11.3 —6.1 | -14.9 
@leveland ere we hoes nme eee 13.0 1.0} -5.2 4.6 
Akron: 6250 eile cts 3.6 3.6 15.8 3.0 
Bittsirg hl cichat sce an denien 21.8| 6.4] 10.5] 19.9 
Baltimore Benen se esc nee 10.8 0.9 1.5] -2.7 
Norloler a anid cory a cel). <6. 9.1 -1.7 | -12.2 
Pulses costae eee oe oe ee vb HOES 13.0 | -14.8 1.9 
Chicaposad. chatted cae. cares 5.9 | -5.0 3.0 | -4.0 


cities reported issuing 45.5% more marriage permits 
in 1942 than in 1939, whereas for the entire nation 
the number of marriages reported in 1942 was 27.9% 
greater than the 1939 level. Third, the subsequent 
decline was neither as rapid nor as great in the major 
cities as in the nation. Whereas, in 1944 the cities 
of 100,000 inhabitants or more issued 25.5% more 
licenses than during the last peactime year as repre- 
sented by 1939, in the entire country the 1944 total 
was only 4.8% above the 1939 level.” 

Table 1 shows the course of marriage licenses issued 
in the various centers during the last peacetime year 
(1939), the following year, and by months for the 
war years 1941, through November, 1945. This table 
makes it possible to trace the course of marriage 
licenses issued in each center, and to study the figures 
in light of what the Bureau of the Census has to say 
about the country as a whole. 

Table 5 makes it clear that in November another 
peak was reached in most of the cities listed. Table 6 
sets out in convenient form October-November 
changes in the data for 1945 and each of the three 
preceding years. It is clear that the November high 
began to develop in earlier months. As soon as the 
flow of men from the Armed Services into civil life 
has spent the larger part of its force, it should be less 
difficult to interpret current trends in this series. 


Freperick W. JONES 
Antra R. Koprtson 
Division of Business Statistics 
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Strikes Retard Recovery 


FTER effecting one of the most astonishing re- 

coveries on record, American industry enters 

the new year with the greatest labor unrest experi- 

enced since the close of World War I. In 1919, the 

number of workers involved in strikes reached an all- 

time high of over four million, or more than double 
the war totals. 

In the present scene, the number of workers sched- 
uled to be on strike in the latter part of January was 
around 2 million, or nearly 4% of employment. This 
situation, together with related price policies, are 
the occasion of deep concern. Exceptional labor dis- 
tress in 1919, however, did not prevent a substantial 
recovery in business about midyear and again at the 
end of the year, so that industrial activity in 1920 
was well above “normal.” 


GAIN EXTENDS INTO DECEMBER 

Evidence of recovery from the initial stage of 
reconversion began to appear in October and became 
general in November. The adjusted Federal Reserve 
index of industrial production declined to 163 (1935- 
1939=100) in October, the lowest since mid-1941, and 
then recovered to 171 in November, a return to the 
level of September. Production in the first half of De- 
cember continued upward, so that the Federal Re- 
serve index for the month, on the basis of preliminary 
indicators, may be around two points higher than in 
November. 


Financial indicators corroborate the industrial in- 
dex on fundamental changes that have occurred in 
the national economy through the past few months. 
The stock market started climbing two and a half 
years ago and in the past year has been at a seven- 
year high. Following V-J day the rise was accelerated, 
reaching the highest level since 1937 though not quite 
equaling it. Current prices remain far short of levels 
prevailing in 1928-1930. The bull market reached a 
standstill in the second week of December, coincident 
with critical labor developments and the retarding 
of some classes of industry by shortages. In January 
it again ran to new highs. 


FINANCING SETS RECORD 

New financing publicly offered in 1945 was the 
greatest since 1929.1 New bond sales were the largest 
since 1935, while sales of new stock issues, although 
relatively light, were the largest since 1929. Invest- 
ment bankers are said to expect that refunding will 
continue to be important but that there will be more 
emphasis on preferred stock issues. 

With the aid of unprecedented Christmas buying, 
retail sales in 1945 established a new record, which 
was at least 7% higher, it is estimated, than the $69 
billion of 1944 and more than 50% above the 1929 
figure. The increase in physical volume was probably 


1Journal of Commerce compilation, including municipal and state 
financing but not federal. 


CHANGES IN INDUSTRIAL INDICATORS 


Item Unit 

Industrial prodiactiontis. 00s... Wa) aloes tes eee | eee 
Steel ingots...» ger ok aoe Ce ean teeta. aaeek eee me 000 tons 
Machine ‘tool’ shipments.;..+..4<0 eee 000 $ 
Cotton consumption: ... 7. ...08e se. 2 ea ee eee 000 bales 
Papers 2. iid: tort aaa. een eee er oe tuba Sad tee ee % capacity 
Carloadiniga: |. 3.2% satu a daakp Ainepine Socios Meee eans. 000 
Department: store sales} 0. von + seins = pogo eases fice ee oe | eee 
Wholesale commodity) prices*ah «ccc langues tee on eel eee 
Retail prices?..: dss. Symes iAnay ers a ype eee: Senate PEER» 
National income payments. . 000,000 
Twenty-five manufacturing industries' | 

Average. hourly earnings: a5 <2 easein. 1c te ae eee $ 

Average weekly earnings... ¢..00.. 005003. +onaesensas nad $ 
Iron and steel‘ 

Average hourly ‘earningey. 92), 2:1 ea. Pein ieee $ 
Average weekly earnings................ $ 
Employment. cis). eek cn 9 cotat haere 000,000 
Employment! ic; Airs iaiamgeeeed oc wacut eh ae ee oe oe 000.000 


1Federal Reserve adjusted index, a A amis 
2Bureau of Labor Statistics, 1926 = 

*Tue Conrerence Boarp, 1026 = 100. 

‘Tux Conrerence Boarp 

SBureau of the Census 


November tober January co "1941 emer a Tose wi 
945 1945 1941 to Latest 1939 to Latest 
Month Month 
p Wedd 163 143 +19.6 109 +56.9 
p 6,247 5,598 6,923a -9.8 4,400 +42.0 
e 25,993 $1,200 50,725 —48.9 16,700 +55 .2 
743 760 845 -12.1 614 +21.0 
95.5 95.9 85.6 +11.6 83.4 +14.5 
797 795 698 +14.2 652 +22.2 
207 213 118 +92.4 106 +114.2 
p 106.8 105.9 80.8 +32 .2 ee | +38.5 
n.d. 101.9 75.3 +35.3 73.6 +88.5 
n.d. p 13,566 6,786 +99.9 5,902 +129.9 
n.d. 1.079 - 759 +42 .2 .720 +49.9 
n.d. 45.59 30.61 +48.9 27.04 +68 .6 
n.d. 1.196 . 866 +88.1 .841 +42.2 
n.d. 49.86 33.96 +46.8 29.09 +71.4 
a _ 51.6 45.3 +14.1 n.a n.a 
p 59.7 46.3 +28.9 45.0 +32.7 
alncludes crucible 
eEstimated 
n.a.Not available 
pPreliminary 
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CHART 1: WEEKLY STOCK PRICES 


Source: Standard and Poor’s Corporation 
Index Numbers, 1935-1939=100 


Lia ta, ~~ 
28 UTILITIES 


354 INDUSTRIALS 


Production 
Source: Federal Reserve 
Index Numbers, 1935-1939 = 100 


me eae 
4 INDUSTRIAL 


PRODUCTION 


Bie ooa | T 


APRELIMINARY 


1939 1940 1941 1942 1943 1944 1945 1946 


less than the dollar gain, owing to price increases, 
but in view of the dearth of many kinds of merchan- 
dise, particularly hard goods, the strength of the mar- 
ket was significant of the extraordinary power be- 
hind business recovery. 

Retail activity reflects wage rates, savings, and 
employment. The number working is far greater than 
many forecasters had expected. Although weekly 
wages and employment have been reduced in the 
past year, mostly between July and October, they 
remain much higher than in January, 1941 (base pe- 
riod of the Little Steel wage formula). Largely as a 


a a es 


Chemical Production and Industrial 


a es OE Ya OS La Ta 
1944 1945 1946 


Chart 3: Weekly Crude Petroleum Stocks 
above Ground! 


Source: Bureau of Mines 
Millions of Barrels 


JAN. FEB. MAR. APR. MAY JUNE JULY AUG. SEPT. OCT. NOV. DEC. 


1Does not include heavy crude in California 


result of these changes, total income payments in 
October were about double those of the base wage 
month. The increases all along the line are still 
greater when comparison is made with 1939, The in- 
creases in individual weekly earnings (even after 
recent setbacks), in national income payments and in 
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department store sales are each much greater than 
the rise in total industrial production from 1939 and 
from 1941 to the past autumn. (See table.) 


Chart 4: Production and Shipments of Portland 
Cement 
Source: Bureau of Mines 
Millions of Barrels 


EQUAL VERTICAL DISTANCES REPRESENT 
EQUAL PERCENTAGE CHANGES 


SHIPMENTS 
iN 


7 aes © 9 Ee Pa 
ae NL JEN So |e 
pe Se) ZN pron icrionaea 


Recovery has been handicapped throughout its 
course by strikes and shortages of materials. The in- 
direct effect of strikes has often been at least as great 
as the direct. The automobile industry has had diffi- 


Chart 5: Lumber Production, Shipments, and 
Stocks 


Source: National Lumber Manufacturers Association 
Billions of Board Feet 


STOCKS 
(END OF MONTH) 
em me 


PRODUCTION 


culty in getting production under way because of 
labor troubles in the plants of suppliers of parts and 
glass, as well as within the industry itself. A most 


acute situation exists in construction, where shortages 
have a variety of causes (see page 8). 
Recovery has also been retarded by the rigidity of 


Chart 6: Production of Paper and Paperboard 


Sources: American Paper and Pulp Association; National Paperboard 
Association 


Percentage of Rated Capacity 


1942 1943 1944 1945 


various price ceilings, particularly in textiles and 
clothing. Ceiling changes have been made in these 
fields but the changes have not been sufficient to 
satisfy the manufacturers. (The wool situation is 
discussed on page 26.) Recent increases in ceilings 
have included bricks, paper, and iron soil pipe. 


The increase in the price of soil pipe was connected 
with a wage increase, which was granted to attract 
more workers to the industry. The linking of wages 
and prices appeared to increase in official favor with 
the President’s reference to both in the steel situation. 
The prospect of an increase in steel prices, because of 
the basic nature of the industry, is probably the great- 
est single threat to price stability yet uncovered by 
the wage controversy. A similar situation exists in 
slaughter-house wages and meat prices. 


WAGE-PRICE RELATIONS 


Completion of reconversion and further progress in 
industrial recovery are today more dependent on 
solution of the wage-price difficulties than at any 
time in years. Once a reasonable degree of union- 
management peace is restored, industry has the as- 
surance of demand for materials over many months 
on large contracts already placed for buildings, com- 
mercial planes, railroad passenger cars, industrial 
equipment, and the prospective buying of automobiles 
and electrical appliances. 


Wim J. Nowe 
Division of Business Statistics 
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Selected Business Indicators 


(Annual Statistics Appear in “The Economic Almanac 1945-46,” Page 156) 


Item 


Industrial Production 
BPA: GHEGES) (9))s.ccenciaiste’s sicenste ces ° 
Manufacturing (FRB) (S)........ 
Durable goods (FRB) (S)....... 
Steel 
PY NVON 22 Sain cero e ts coe tee 
Copper (refined).............. 
ead Mrefinied ancy. tne Guages ues 
ZS TCRLEL EA) Naat a ae Sees 
Glass containers.............. 


Machine tools!............... 
Machinery (FRB)............ 
Transportation equip. (FRB).. 
Nondurable goods (FRB) (S).... 
MOGC OH oe ee a eaves suet 


Rayon yarns ht. .aeeche So. Sey: 
Food prod., mfd. (FRB) (S).... 
Chemicals (FRB) (S).......-.. 
Newsprint, North American. .. 
LEN IYS Dermat | oe Sa Sing Sete WN cee 
RAperboards: ae eeese eee 5s 
Boots ‘and, shoes* c6cscacwee © 
Cigarettes (small)*............ 
Wanna (HERS) (US). cceciectn ee «sole 
Bituminous coal 
EMBLBTECIUC Tee shoe ne Cte see 
Crude petroleum’............. 
Blcetric power). s-. s en. este eels - 
Woustruction®::...8 22900. dees ees 
Heavy engineering—Public’........ 
Heavy engineering—Private’....... 


RV PEOOSES oS oh <oc famadiasle nassierie 


Distribution and Trade 
Garioadings, total... js... cas lt 3 
Carloadings, miscellaneous®......... 
Retail trade (NICB) (S)........... 
Department store sales (S)......... 
Variety store sales (S)............. 
Rural retail trade (S)............-. 
Grocery chain store sales (S)®....... 
Magazine advertising linage........ 


Commodity Prices 
All commodities (BLS)............ 
Raw materials................-- 


Manufactured products.......... 
Bed PLOCUCESL.. . ites ce sees 086 
DESAS foe 2 fe xn, Ste he laecte cee he Fes 
Sensitive industrial (NICB)*........ 
Sensitive farm (NICB)®............ 
Retail prices (NICB).............. 
Securities 
Total stock prices(Standard & Poor’s) 
UCLA | Fell ee anal 67 ane 


(UCL OLE 4 5 a SES Sr AT 


Total no. shares traded N.Y. Stock Ex. 


Corporate bond yields (Moody’s). . . 


Financial Indicators 
Bank debits, outside New York City’ 
New capital corporate issues........ 
i. OT Beh ec eee 
Comm., industrial and agric. loans*. . 
National income payments. . 


Unit 


1935-39 = 100 
1935-39 =100 
1935-39 = 100 
000 net tons 
000 net tons 
net tons 

net tons 

net tons 

000 gross 
million bd. ft. 
000 dollars 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
bales 

million pound 


million pounds 


1935-39 = 100 
1935-39 = 100 
short tons 

% of capacity 
% of capacity 
thous. of pairs 
millions 
1935-39 = 100 
000 net tons 
000 net tons 
000 barrels 
million kwh 
000 dollars 
000 dollars 
000 dollars 
million dollars 


thousand cars 
thousand cars 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1929-31 = 100 
1935-39 = 100 
thous. of lines 


1926 =100 
1926 =100 
1926 =100 


1929=100 
1926 =100 


1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
thousands 
per cent 


million dollars 
000 dollars 
000 dollars 
million dollars 
million dollars 


1945 


November October 
Pp 171 |r 163 
Pp 177 |r 171 
Pp 198 |r 191 
p 6,247 |r 5,598 
4,026 3,388 
70,218 70,363 
47,824 47,462 
64,337 65,614 
8,982 9,885 
n.d. 2,025 

e 25,9531 r_ 31,200 
p 241 |r 237. 
Pp 270 |r 274 
P 160 |r 155 
743,450 759,806 
n.d. n.d. 

p 51.9)r 53.2 
Pp 153 |r 144 
p 934 |r 232 
391,383 403,526 
95.5 95.9 

95 97 

e 42,000 42,037 
25,406 31,340 

p 137 119 
p 50,720 38,580 
p 4,533 |r 5,273 
e 4,450 4,277 
3,946 3,946 
$70,087 316,571 
16,728 15,313 
46,413 44,546 
4,224 5,124 
797.3 794.8 
$53.7 360.1 
n.d. 195.4 

207 r 218 

n.d. 169.6 

n.d. 189.7 

n.a. 191.4 
4,804 5,094 

p 106.8|)p 105.9 
118.9 116.6 
96.9 96.8 

p 102.2)p 101.9 
Ii 127.3 
107.9 105.7 
97.1 97.1 
132.0 130.2 
102.5 101.9 
136.9 132.0 
138.7 134.5 
154.2 145.1 
120.8 114.4 
52,253 |r 46,499 
2.82 2.84 
$9,255 39,004 
60,276 213,129 
101,549 988,931 
6,659 6,267 
n.a.|p 13,566 

r 28,049 


Money in circulation, end of month. million dollars Il p 28,183 


SAdjusted for season variation 
data prior to 1944 ‘Average daily 
aOctober, 1944 


10 months, 1945 eEstimated 


1Shipments 

5Average weekly 
bPercentage change, September, 1945, to October, 1945 
gPercentage change, “bine 1945, to September, 1945 
pPreiminary 


ptember, 1944 
change, first 9 months, 1944, to first 9 months, 1945, 


ize 


Soar a cigarette consumption measured b; 
W. Dod; 


vised 


21 


September 


170 
176 
200 
5,983 
4,227 
45,145 
35,923 
61,600 
9,002 
2,117 
27,300 
237 
289 
157 
701,000 
44.8 
47.9 
144 
238 
$54,546 
90.2 

91 
r 37,240 
26,360 
134 
46,330 
4,613 
4,413 
4,024 
278,262 
16,826 
41,963 
5,365 


818.4 
347.2 
182.7 
199 

155.7 
184.7 
179.0 
4,745 


105. 
114. 

96. 
101. 
124. 
104. 

96. 
128. 
101. 


Det 09 (© CO =] Or OH 2 


126. 
128. 
137. 
110. 
$1,275 
2.85 


DOrrwoe 


35,718 
102,926 
698,466 

6,096 
r 13,424 
27,826 


August 


r 186 
195 
T 241 
5,736 
4,249 
69,127 
32,691 
64,753 
9,242 
2474 
32,500 
310 
411 
157 
739,811 
48.5 
50.5 
138 
265 
370,945 
88.6 

90 
r 41,633 
28,478 
140 
47,800 
4,629 
4,870 
4,187 
263,608 
23,740 
19,052 
6,398 


815.4 
352.8 
181.0 
200 

164.3 
176.0 
173.8 
4,124 


_ 
ro 
fo") 

wm COCO Pm OOO 2 


36,788 
106,844 
335,478 

5,944 

12,674 

27,685 


tax-paid de le 
7Engineering News-Record—average weekly 
cPercentage change, October, 1944, to October, 1945 


1944 


November 


232 
248 
341 
7,279 
4,904 
87,145 
42,842 
67,432 
7,967 
2,686q) 
36,277 
422 
699 
173 
836,438 
47.0. 
48.3 
154 
307 
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6 Britain gets $4.4 billion loan and cancellation of lend- 
lease debts as aid to world trade. Newsprint ceiling 
raised. Experts predict use of atomic energy in sta- 
tionary power plants three to twenty-five years hence, 
but not in automobiles or airplanes. 


7 SPA recommends closing of thirteen government-owned 
magnesium plants. Export-Import Bank lends $20 
million to Mexico for electrical equipment. 


9 United States asks commercial use of air bases leased 
to us by England in Newfoundland, Bermuda and 
the Caribbean. 


10 General Motors cancels contract with UAW. Small 
steel companies reject price increase on their products 
proposed by OPA. Truman, Attlee and King order 
dissolution of Combined Production and Resources 
Board and Combined Raw Materials Board; Combined 
Food Board continued into 1946. Bowles says price 
decontrol is delayed by unexpected economic situation; 
prices spurt when controls are removed. 


11 United Steelworkers to strike January 14 unless wage 
increase is granted. Public hearings called on govern- 
ment rubber policy. OPA liberalizes building-material 
prices to boost shipments to shortage areas. Govern- 
ment to sell 4.5 million yards of surplus nylon to aid 
low-cost clothing output. 


12 Truman appoints fact-finding board for General Motors 
strike; Ford bars wage increase until full production 
is reached. Office of Stabilization Administration 
authorizes wage rise for cast-iron soil pipe makers if 
it will boost output to aid construction. President 
states program to relieve housing shortage by release 
of federal surplus, priorities for low-priced houses, and 
price ceilings on all houses offered for sale; housing 
expediter appointed. Private construction in 1945 
$200 million above expectations, estimates Depart- 
ment of Commerce. Truman signs bill repealing “land 
grant” rail rates, effective October 1, 1946. 


13 Railroads put labor dispute up to National Mediation 
Board. Prices rolled back on. certain items of men’s 
clothing. United States invites fourteen nations to 
discuss tariff reductions to expand world trade. 


14 House passes its version of Senate employment bill, 
eliminating all reference to full employment. Army 
releases $400 million of surplus, including trucks and 
electrical equipment. 


16 Ford says parts shortage causes failure to meet prom- 
ised output of 80,000 cars by Christmas. WLB or- 
ders increase of women’s pay in two companies to 
correct inequity with men’s wages. Industry asks 
speedy release of surplus construction machinery to 
break major construction bottleneck. 


17 Tin use restrictions slightly eased. Navy returns Sin- 
clair Oil Company plants to owners; 18% wage in- 
crease granted. OSA ready to reimpose suspended 
price ceilings if prices rise above former ceilings. 


22 


18 UAW rejects Ford offer of 12.4% pay increase. Surplus 
Property Administration extends stock piling of strate- 
gic materials to April 1. Storm cuts steel operations; 
embargo put on all freight to Buffalo, Government 
files antitrust suit against five firms, charging conspir- 
acy to hinder television development. Court approves 
sale of Pullman Company to a group of fifty-two rail- 
roads. SPA restricts surplus aluminum sales. Com- 
mercial ship-to-shore radio communications to be 
resumed January 1. 


19 Truman asks unification of Army and Navy. Civilian 
Production Administration to continue channeling 
wool fabrics into men’s low-cost clothing through first 
quarter of 1946. 


20 Tire rationing to end December 31. OPA to keep 


strict price control on export trade. 


21 Fact-finding boards in General Motors and oil cases 
refer disputes to parties involved for further collec- 
tive bargaining. Small announces plan to provide 
moderate-cost houses for veterans by priorities for 
critical building materials, effective January 15. Fed- 
eral Communications Commission allots television 
bands. Special Senate Committee to investigate Army 
and Navy surpluses outside the country. Newsprint 
controls, except inventory restrictions, to end Decem- 
ber 31. 


22 Parts shortages cause lay-off of 92,000 automobile 
workers. Television industry expects outlay of $100 
million in 1946. 


23 Truman vetoes bill restoring federal employment offices 
to states. Passenger-car tire scarcity to last through 
1946, says industry. CPA puts priorities on ten scarce 
building materials to give veterans first call. 


24 First crude-rubber shipment arrives from Far East. 
Christmas retail trade sets record, with New York 
better than the average for the nation. 


25 Merchant ships to be built in 1946 total 140. 


26 UAW refers wage dispute again to fact-finding board. 
Veterans to get Federal Housing Authority loans to 
$5,000. Priorities on machines and materials to be 
given builders of new penicillin plants. Price control 
to be removed from many miscellaneous items on 
December 31. Strike of 200,000 electrical workers ex- 
pected in January. Ickes announces liquidation of 
Patroleum Industry War Council and Foreign Opera- 
tions Committee. 


27 Smaller War Plants Corporation abolished and its func- 
tions transferred to Department of Commerce and 
Reconstruction Finance Corporation, effective January 
28. France ratifies Bretton Woods pact, with deval- 
uation of the franc. Interstate Commerce Commis- 
sion permits deferment of rail rate changes. Repre- 
sentatives of twenty-eight nations establish Interna- 
tional Monetary Fund and Bank for Reconstruction 
and Development. CPA has new plan to speed out- 
put of men’s and boys’ low-cost clothing. 
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Truckloads 


and Carloads 


STIMATED truck registrations for 19451 were 

4,631,011, 5% below the 1941 total of 4,876,054. 
Only about 14% of them were regular carriers, the 
remainder being largely private industrial and com- 
mercial trucks or those in farm or governmental 
employ. 

The supply of trucking vehicles was_ limited 
during the war by WPB restrictions in favor of mili- 
tary output. The suspension of light-truck output for 
three years had little effect on available equipment so 
far as carriers were concerned. More significant were 
shortages of replacement parts, such as carburetors 
and tires, and the rapid aging of trucks and truck 
tractors. 


Table 1: Truckloadings, 1937-1945 
Source: American Trucking Association 
Index Numbers, 1938-40=100 


Index! Index 


150 
170 
186 
180 
180 


1Derived from monthly index figures based on 1938-40=100. 


The number of truck and truck-tractor units pro- 
duced for domestic use declined drastically after 1941, 
with output in 1943 at only 2,888 units, which was 
less than 1% of the 823,205 units produced in 1941. 
The Truman Committee investigation into the motor 
transport situation in 1943 coincided with the begin- 
ning of a steady increase in truck output. In Septem- 
ber, 1945, about 30,000 units were produced, as against 
12,000 in the same month of 1944. 

Demand for spare parts increased disproportion- 
ately during the war, particularly since retired equip- 
ment was put into service to fill shortages. Sharply 
curtailed output of replacement parts resulted in loss 
of money and time waiting for repairs. 

Despite equipment shortages, truckloadings rose 
sharply during the war, as shown by annual indexes. 
(See Table 1.) 

These annual indexes reflect a small sampling of all 
types of carriers—local and interstate, whether con- 
tract or common carrier. While monthly truckload- 
ing figures reflect the irregularity of samplings each 

1As of December 31. 


month, the annual average is fairly reliable as an indi 
cator of trends. 


MISCELLANEOUS FREIGHT 


Railroad carloadings reached an average of about 
800,000 weekly through the war. Freight as measured 
by revenue tons rose nearly one third from 1941 to 
1944, indicating greatly increased tonnage per car- 
load. Motor carriers reporting to the Interstate Com- 
merce Commission carried 100 million tons in 1944, 
nearly 33% above 1941.1 

Motor truck haulage is largely of the same type as 
railroad |.c.l. freight. However, railroad freight traf- 
fic is mostly composed of basic raw materials and bulk 
manufactures (see Chart 1), and the importance of 
lel. freight to the for-hire highway haulers is indi- 
cated by reaction of motor carriers to the require- 
ment by the ICC that the railroads adopt a more 
uniform system for classified freight. 

At present, the Official, Southern and Western ter- 
ritories show little similarity in classifications. In- 
creased uniformity would, the motor carriers believe, 
put them at a disadvantage so far as competition is 
concerned. As to the railroads, lower l.c.l. class rates in 
the Western territory would, it is argued, reduce still 


Table 2: Production of Trucks and Truck 


Tractors for Civilian Use 
Source: War Production Board 


ee Produced Fee Proticed 

1944—Continued 
IAUp iat 8a serra 12,511 
September.........-. 12,277 
Octoberiso. 42-084: 13,075 
November.......... 14,677 
December..........] 15,658 

1945 

WS44 ee es Se, IS TSS PangAry. =. ieee 15,019 
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Arab ioe sore ote tng 8,151 SUNeie rs he teak Peels, 131 
Mayo oo eet ss sce mn. OORT Daly n> acters tae s 21,394 
tess. Cree: « 11,926 Aupuste re... Saerns 27,532 
Wily;-gaeee tae 11,243 September......... 30,472 


aLight-truck output for civilian use was suspended April, 1942, to February, 1945. 
Light trucks are under 9,000 pounds gross vehicle weight. 


further the transportation cost burden now carried by 
l.c.l. class-rate traffic, since it is frequently stated that 
l.c.l. class merchandise is often carried at a loss to 
meet truck competition. The ICC rejected the motor 
carrier petition to modify its rate decision in so far as 
l.c.l. class rates were concerned, although it tacitly 

1Includes only Class 1 motor carriers (those having gross operating 
revenues of $100,000 or over annually). The total is about half of 


the tonnage carried by motor carriers subject to the jurisdiction of 
the ICC. 
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Chart 1: Average Weekly Carloadings, by Type 
1929-1945 
Sources: Association of American Railroads; Department of 
Commerce 
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Chart 2: Average Weekly Carloadings, by Type 
1944-1945 

Sources: Association of American Railroads; Department of 
Commerce 
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admitted that l.c.l. rates on the rails might be lower 
than justified on a cost basis. 

During the war, some increases were allowed in 
motor rates. Rail rate increases were suspended. Thus 
motor rates are some 10% above rail rates, generally 
speaking. In addition, motor carriers receive 214 cents 
per hundred pounds l.c.l. as an emergency charge, 
making the differential about 12%. 

Before 1938, the New York to Philadelphia run by 
rail or motor was 62 cents per hundred pounds. 
Today, the rail charge is still 62 cents, but motor car- 
riers receive 69 cents plus 214 cents emergency charge 
on lL.c.l. freight. 

During the war, the motor carriers were not at a 
disadvantage despite their higher charges since much 
merchandise was shipped on government bills of 


lading. With federal freight largely gone, the com- 
petitive situation is reasserting itself and some rate 
revisions are believed imperative. 

The truckers may, of course, offer revised rate 
schedules. However, ICC approval is required, and 
is expected to be a slow procedure. 

In the meantime, truckers are speculating over the 
introduction of faster and more commodious equip- 
ment to meet postwar transport problems. Radical 
changes in motor equipment are likely to be expen- 
sive and slow in coming, and the carriers are likely 
to replace wornout trucks and truck tractors with 
ordinary equipment, which should be available in 
increasing quantities. 

THEODORE WHITMAN 


Division of Business Statistics 


Lead Demand 
Outruns Supply 


N CONTRAST with most other metals which were 

scarce immediately after Pearl Harbor but became 
plentiful before the end of the war lead has ceased 
being abundant and has been in short supply since 
1943. Supplies of lead for the first quarter of 1946 
were recently estimated at 217,000 short tons! as op- 
posed to demands amounting to 277,000 tons. A 
monthly deficit of 20,000 tons is thereby indicated 
and would necessitate withdrawals from the stock pile 
of the Metals Reserve Company. 

The lead situation is still complicated by circum- 
stances that have governed the trend of the industry 
since Pearl Harbor. At the outbreak of war, lead 
requirements were reduced rather than expanded, ow- 
ing to curtailed activity in civilian markets which 
furnished the principal outlets. Munitions require- 
ments were comparatively small, particularly in 1942. 
This relationship resulted in the diversion of man- 
power and production equipment to the output of 
more vitally needed metals. 


SUPPLY DWINDLED 


As the war progressed, however, new demands for 
lead sprung up, mainly for storage batteries, cable 
covering, tetraethyl gasoline, and ordnance. As 
planes, tanks, ships and military motor vehicles rolled 
off the assembly lines, demands for storage batteries 
and tetraethyl gasoline were greatly stepped up. In 
the meantime, the lead industry, which had beer 


1Announcement made at meeting of CPA officials and Lead Pro- 
ducers Advisory committee in Washington, D. C., Dec. 6, 1945. 
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deprived of the means for appreciably increasing pro- 
duction, experienced stringencies that grew as de- 
mands continued to rise. The Metals Reserve Com- 
pany’s stock pile of lead, which amounted to 275,000 
tons early in 1943, declined to 90,000 tons at the 
close of 1944, while consumption, as estimated from 
deliveries, exceeded new supplies from domestic re- 
fineries plus imports by over 200,000 tons in 1943 and 
by about 350,000 tons in 1944. 


With the return to peacetime conditions, cutbacks 
in military requirements are more than compensated 
by a backlog of civilian requirements. Large-scale 
renewal of travel and freight transportation by means 
of automobiles, buses, and trucks will doubtless en- 
large the demands for lead in storage batteries, and 
will partly sustain demand for ethyl gasoline which 
had been greatly expanded during the war. Require- 
ments for lead are also increased for building con- 
struction and for pigments to meet stepped-up de- 
mands in the paint industry. Lead requirements for 
cable covering are strong for the replacement and 
enlargement of telephone lines. 


There is large-scale utilization of scrap lead in 


Table 1: Lead Refinery Production, Shipments 


and Stocks 
Source: American Bureau of Metal Statistics 
In Short Tons 


Production 
Stock at : 
Period From From End of ee 
Domestic | Secondary} Total Period 
Orel and 
Foreign 
(SRA eiscis cs 0 362,169 | 50,129 | 412,298 | 235,457 | 379,807 
TE eC 376,646 | 45,118 | 421,764 | 222,306 | 433,456 
POSS ers. ss, 5.845% 431,953 | 31,053 | 463,006 | 171,856 | 513,361 
USB ieee iceks. ss #2 ahcas 497,408 | 35,807 | 533,215 | 129,131 | 575,933 
BOSMe fees ees 381,849 | 26,690 | 408,539 | 115,902 | 421,625 
NOS OMe esis ss 462,213 | 35,778 |497,991 | 58,777 | 555,074 
VON 2 ee 480,894 | 104,586 | 585,480 | 40,926 | 603,143 
DBRT rch scary mss Sm 527,503 | 107,385 | 634,888 | 20,185 | 655,542 
BOAR ee oes = Sua 529,226 | 104,592 | 633,818 | 34,937 | 618,947 
EI es chance, ste dees 492,351 | 54,322 | 546,673 | 33,090 | 548,417 
UP ay cha «Ss, 5) 61 ay 475,994 | 62,624 | 538,618 | 19,536 | 552,063 
October......... 34,642 8,355 | 42,997 | 24,595 | 42,303 
November.......} 36,112 6,730 | 42,842 | 23,915 | 43,513 
11 months.......} 435,730 | 56,836 |492,566] ..... 501,643 
December....... 40,264 5,788 | 46,052 | 19,536 | 50,420 
1945 
January......... 45,463 3,636 | 49,099 | 27,738 | 40,887 
February 38,699 7,917 | 46,616 | 30,141 | 44,213 
Maret. 67: ficis 2 «cic 39,077 8,952 | 48,029 | 30,909 | 47,249 
April 39,725 6,786 | 46,511 | 33,234 | 44,179 
May 42,126 83,722 | 45,848 | 38,488 | 40,585 
June 34,513 4,113 | 38,626 | 37,452 | 39,658 
BRU alot wc 8 crt aee 3 33,232 7,068 | 40,300 | 41,145 | 36,597 
August. 97,552 5,139 | 32,691 | 40,310 | 33,517 
September....... 34,699 1,224 | 35,923 | 36,514 | 39,701 
October......... 42,005 5,457 | 47,462 | 39,629 | 44,347 
November....... 39,991 7,833 | 47,824 | 42,671 | 44,766 
11 months....... 417,082 | 61,847 | 478,929 | ...... 455,699 


1Includes some production from secondary material passing through primary 


smelters. 


Table 2: Imports of Lead! 


Sources: Bureau of Foreign and Domestic Commerce; 
Bureau of the Census 
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1Except for 1944 when over 15,000 tons were exported, annual exports of lead (in 
pigs and bars) since 1941 have averaged less than 2,000. 

2Includes reclaimed, scrap and dross ‘ 

3Bullion lead occurs as mostly refined metal as contrasted with ore and matte 
which occur in the crude or semirefined state 


storage batteries. Of the large amount of lead which 
goes into storage batteries, most is recovered as scrap 
and is used in the production of new batteries, thus 
entailing but little drain on primary supplies. 

In spite of strong demands, the production of lead 
shows limited sign of increasing in the near future.’ 
Wartime output of mines, which attained its peak in 
1942, was at least 30% less than the 1925-29 average, 
and declined considerably in 1943 and 1944. More- 
over, the United States must rely chiefly on domestic 
production since this country is the world’s largest 
single producer. While imports have proved an im- 
portant supplement to domestic supplies, little reli- 
ance may be placed on further increases from abroad, 
since the output of principal foreign producers— 
Canada, Australia and Mexico—has also declined dur- 
ing the war years. Furthermore, shortages of lead are 
world-wide. Unless something can be done to increase 
production, restrictions such as existed during war- 
times will have to be imposed, since government stock 
piles are getting dangerously low and industry stocks 
are inadequate. 


1Output of lead from domestic ore in October and November was 
slightly higher than in the previous few months. (See Table 1.) 
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Among the necessary steps to be taken are the re- 
equipment of mines, the extension of mining opera- 
tions, and the procurement of manpower—a difficult 
project in view of the shortage of workers in some 


Chart I: 


Production, Domestic Shipments, and 
Stocks of Refined Lead! 


Source: American Bureau of Metal Statistics 
Thousands of Short Tons 
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other industries. This problem may be solved when 
demobilization is nearer completion. Equipment is 
likewise difficult to obtain. Another factor, the amend- 
ment of which might have far reaching consequences. 


Chart 2: Production of Copper, Lead and Zinc! 
American Bureau of Metal Statistics; Bureau of Mines 
Thousands of Short Tons 


Sources: 
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Refined, by primary producers, but including some metal from secondary materials 
and from imported ores 


is the price ceiling set by the OPA at 8.50 cents a 
pound in New York. This is supplemented by a system 
of premium payments for lead produced in excess of 
quotas, thereby facilitating reasonable profits for mar- 
ginal producers. 

It is felt, however, by officials in the lead industry 
that the removal of ceiling prices would furnish the 
necessary stimulus for increased production by facili- 
tating the payment of high wages and expansion of 
equipment, and would also step up imports by pro- 
viding a lucrative market for foreign producers. 


G. K. Bett, Jr. 
Division of Business Statistics 


Wool Industry 
Faces Difficulties 


OMESTIC wool may soon be placed on a com- 
petitive price basis with foreign wool, according 
to indications. In September, foreign wool accounted 
for 92% of the 9.8 million pounds of apparel wool 
consumed as compared with only 72% in September, 
1944. Use of domestic apparel wool decreased 35% 
from August to September, 1945, and 75% from Sep- 
tember, 1944. The Department of Agriculture re- 
ports that, as of September 30, the Commodity Credit 
Corporation held 200 million pounds of scoured do- 
mestic wool. 


FOREIGN VS. DOMESTIC WOOLS 

In an effort to encourage more widespread use of 
domestic wool, the Department of Agriculture, on 
November 27, lowered the selling price of domestic 
scoured wool about 15 cents to 16 cents a pound, 
and for greasy wool 7 cents a pound. (See chart.) The 
Commodity Credit Corporation, at that time, held 
about 421 million pounds of domestic wool bought 
at prices intended to promote increased production. 
This reduction in prices is expected to move the 
CCC’s inventory into domestic channels. The govern- 
ment will continue to purchase 1945 crop wool.t 

New sales prices are still above quotations of com- 
parable foreign wools, and local market observers feel 
that this latest action is not sufficient to solve the 
competition problem. Since consumption is likely to 
continue above prewar levels for several years, it 
would not be difficult to dispose of the government 
stock pile if domestic wools are priced competitively 
with imports. 

1So far as indicated, buying prices will be unchanged 
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The men who are now being discharged from the 
Armed Forces at the rate of more than one million 
a month are finding it extremely difficult to buy suits 
and other woolen clothing. The recent MAP pricing 
regulation, diverting goods into the women’s wear 
field, is one reason for the decrease in the production 
of woolen cloth suitable for men’s clothing. Normally, 
25% to 35% more men’s wear fabrics are produced 
than women’s wear, but at present more women’s 
wear textiles are being made than men’s (in 1939 
men’s wear yardage was 50% higher than women’s). 
Rather than blend their cloths with cotton or rayon, 
many mills are turning to women’s wear in order to 
meet MAP regulations and continue operating. 


Prices of Domestic and Foreign Fine Wools 
Scoured Basis, at Boston 
Source: Department of Agriculture 
Cents per Pound 
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In an attempt to relieve the situation, the OPA 
and the industry are reexamining the pricing problem. 
Manufacturers see the need for changes in the wool 
MAP ruling to permit mills to produce fabrics that 
are in demand instead of those which conform with 
the MAP ruling. 


CARPET PRODUCTION NOT YET NORMAL 


Production of carpets and rugs is expected to make 
a comeback in 1946. Several industry spokesmen 
predict that output will reach a maximum of 75% 
of the record 1941 level late in 1946. This would mean 
that consumption of carpet-class wool might be 104 
million pounds this year. 

The manpower problem continues to be a bottle- 
neck in increasing production of rugs and carpets. 
Predictions for increased output are based on antici- 
pated expansion of the labor force. The worker short- 
age is especially marked in the initial stages of mill 
operations. These stages, while they require heavy 
labor, pay the lowest wages, making recruitment of 
workers difficult. 


Most mills are now free of military orders and can 
devote their facilities exclusively to the manufacture 
of carpets and rugs. Supplies of carpet-class wool are 
not plentiful at present. Spain and Egypt have placed 
embargoes on wool exports in order to satisfy their 
domestic demands, which have risen along with pur- 


Consumption of Apparel-class Wool 
Source: Bureau of the Census 
Thousands of Scoured Pounds 


Period 1945 1944 

Apparel class 
antiary ) Wa ties oo. ee eee abe tot 60,715 46,228 
PeGniatys. ccuetvk wets team tern eee: ieee as 51,180 46,908 
bP rv eee mm oe Pater oh Dea he es 54,844 59,315 
ApriveeR 56. Pe ck EO 64,190 | 46,928 
Ma yiek . smtenssy tok uikitstiteb Sak Sees 50,884 46,892 
RUUIT Gry etree A ae tare Uae Ma ie vidio tine nore 51,456 51,890 
Sulye Aes foal ete ue. oe Rs et? 48,875 38,752 
jt PIER SRE RNY 0S 37,788a | 42,396 
MEPLEMIDEL eC Oe coe suite orn aoe. s4 39,0284 52,170 
Octnberh Reh Re ES BSR ES, HOG, Wet 45,752 
November! bash acne: tre hee erste cie ie fon 45,288 
Decemberahne-ss.0h Ri br sei eee elle Se sacs 54,415 
OUR ee Me Sheen ct tha ats atts <n take tyt 458,960 431,479 
PGMestion lM rene oe hoa: ete ec 110,819 109,643 
Morelgntct, sta. ce deb eiratics COTO aes 348,141 321,836 
Carpet class (nine months). .............. 33,465 32,954 


Difference between “total” and “domestic” 
aComputed from weekly averages 


chasing power. Inflated currencies and complications 
of foreign exchanges have hindered imports from 
Turkey and other countries in the Near East. Some 
allotments have been made to the market by India, 
but at present they are not sufficient to satisfy the 
demand. 

Large manufacturers, anticipating an easing of the 
situation in the near future, are now accepting orders 
for delivery in the first six months of 1946. The un- 
certainty of raw materials and labor, however, make 
fulfilment of orders doubtful before late 1946. 


Enw V. Horowitz 
Division of Business Statistics 


Tax Briefs 


HE following significant monthly Treasury rul- 
ings and judicial developments in the field of 
taxation may be of interest to taxpayers. 


INCOME TAXES 
Income of wife as manufacturers’ agent held at- 
tributable to personal services rendered by husband 
and taxed to him as earner of the income. (Leighton, 
TC Memo. Dec. Docket No. 5064.) The wife made 
no capital contribution to the business. Her entertain- 
ing of principals and customers was not such a con- 
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tribution of services as to constitute her a partner in 
fact. 


In a tax-free reorganization of business enterprises, 
cash and securities received by corporate officers as 
agents of stockholders for services in negotiating the 
reorganization constitute ordinary income to them. 
(McAbee v. Com’r., 5 TC No. 140.) It behooves tax- 
payers in effecting a tax-free reorganization to adhere 
strictly to the language of the appropriate subsection 
of Section 112 IRC if they wish to escape current tax- 
ation and defer it to a later date. 


Compromise payments and legal expenses paid in 
connection with business dealings are business deduc- 
tions. (Howard v. Com’r., 22 BTA 375, acquiesced in 
by the Commissioner in Internal Revenue Bulletin 
1945-20.) 


A family partnership between a father and two 
adult sons who had made a considerable financial in- 
vestment and were engaged full time in the business 
constitutes a bona fide partnership. (Fischer v. 
Com’r., 5 TC 507, acquiesced in by the Commis- 
sioner in Bulletin 1945-21.) 


Accumulated earnings were not improper where the 
taxpayer proved that its business was handicapped 
by inadequate facilities and, therefore, impelled by 
sound business reasons, it retained earnings to install 
equipment to process sheet steel and to prevent its 
rusting. (Universal Steel Co. v. Com’r. 5 TC 627, 
acquiesced in by the Commissioner in Bulletin 1945- 
21.) 


Trust income is allocable to the parent grantors, 
where the children’s trust principal is invested in 
stock of wholly owned family corporations, and where 
the major functions of the trustees were discharged 
by the father. (Morgan v. Com’r., 5 TC No. 134, 
November 26, 1945.) 


Trust income spent by a widow for support of 
minor children in accordance with the testator hus- 
band’s expressed hope rather than in accordance with 
a specific directive was held taxable to her, because 
the will imposed no legal obligation on her to do so. 
(White v. Com’r, 5 TC No. 133, November 23, 1945.) 
Despite its inequity this decision is in harmony with 
the judicial history of estate law. To avoid such an 
exigency, it would be well to employ precise and spe- 
cific language in the preparation of a testamentary 
document. 


A change in accounting period may be effected on 
revised Form 1128. The taxpayer wishing to qualify 
must now certify that application is actuated by a 
business rather than a tax-saving motive. 


The depreciation of assets is governed by an allow- 
able or allowed rate, whichever is the greater. The 


taxpayer had not claimed depreciation for several 
years and hence no depreciation was allowed. Then 
the Commissioner allowed 5% in one year, which was 
later reduced by agreement to 3%. The proper rate 
of depreciation for the earlier years was held to be 
not 5% but 3%. The allowable rate of 3% was greater 
than the allowed rate of 0.%. (Mutual Fertilizer Co. 
5 TC No. 139.) 


Depreciation deductions paid for by the tenant are 
legitimate business expenses and are really the equiv- 
alent of additional rent. (Consolidated Rock Prod- 
ucts, CCA-9, November 9, 1945.) The owner may de- 
duct the depreciation despite the reimbursement, but 
the reimbursement to him is taxable income. 


Only advances and reimbursements to employees 
for expenses with respect to which the employer does 
not require the employee to submit expense accounts 
must be reported on Form 1099. (Mimeograph 5947.) 


Intercorporate profits paid to parent company will 
not be considered deductible expenses, but payments 
for specified services rendered may be. (Atlantic 
Monthly Co., 5 TC No. 125.) In either instance, the 
income to the parent corporation is taxable income. 
To avoid this double taxation, such intercorporate 
transactions must be revised or else a consolidated 
return must be filed. 


Interest on state and municipal bonds continues 
to be exempt from federal taxation. (Shamberg, 3 TC 
131, affirmed 144 F. 2d 998, certiorari denied; and 
White, 3 TC 156, affirmed 144 F. 2d 1019, certiorari 
denied, both acquiesced in by the Commissioner in 
Bulletin, 1945-21.) 


Taxable trust income for a beneficiary is the 
amount the beneficiary has power to demand and 
does not include income the trustees in their sound 
judgment may treat as capital losses pursuant to the 
terms of a trust indenture and decree of court. 
(Thornton v. Com’r, 5 TC No. 143, December 10, 
1945.) 


Tax litigation expenses of an accountant for serv- 
ices in handling a tax controversy were held to be 
deductible on the assumption that the litigation ex- 
penses were for the management, conservation or 
maintenance of property held for production of in- 
come. (Louis E. Stoddard Jr. v. Com’r., CCA-2, De- 
cember 3, 1945.) It was not conclusive from the facts 
that these expenses were not for the taxpayer’s per- 
sonal affairs. The Second Circuit Court has been un- 
duly liberal in its construction of the facts in this case. 
It might be better to follow the principle of the Bing- 
ham case in 65-USSC-1232, and present facts to 
show that the expenses did not arise from the tax- 
payer’s personal affairs but from the management, 
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conservation or maintenance of property held for the 
production of income. 


State income, gross income, and/or unincorporated 
business taxes may not be deducted by an individual 
proprietor in addition to the optional standard de- 
duction of 10% of adjusted gross income up to $500, 
but such a tax paid by a partnership will be al- 
lowed to the partners in addition to the optional 
standard deduction. (IT 3766, Bulletin 1945-22, 5.) 
Formerly, a partner forfeited his share of the state 
income-tax deduction when he elected the optional 
standard deduction. But why should a sole proprie- 
tor be denied the deductions that a partner enjoys? 


Consolidated returns for fiscal years ending in 1945 
do not have to be filed even though they had been 
filed in the previous year. (IT-3769, Bulletin 1945-22, 
PY) 


Fraud penalties are not indicated when an innocent 
mistake as to tax basis caused omission of a large gain. 
(Kellett, 5 TC 608, acquiesced in by the Commis- 
sioner in Bulletin 1945-22.) 


Constructive dividends, subject to income taxes, 
arise from the sale by a corporation of its shares to 
stockholders at a price lower than their fair market 
value. The dividends are measured by the difference 
between value and the price paid to the extent of 
available earnings. But, under these circumstances, 
the parent company did not realize taxable income. 
(Young, 5 TC No. 150.) 


Social security taxes are in order when a farmer 
employs labor to process and prepare for market spe- 
cialized crops owned by other farmers and himself. 
(P. G. Batt v. United States, CCA-9, November 23, 
1945.) Though agricultural labor is exempt from 
social security taxes, such labor ceases being agricul- 
tural and becomes industrial when it is engaged in a 
primarily industrial enterprise. 


Unemployment taxes are collectible from a non- 
resident corporation in the State of Washington. The 
Washington Supreme Court held that the activities 
of the taxpayer’s salesmen constituted “doing busi- 
ness” in the state and therefore it was subject to 
state unemployment taxes. The taxpayer’s reply was 
that the state was interfering with interstate com- 
merce, and it had no legal jurisdiction to tax or prose- 
cute the company. The United States Supreme Court 
upheld the state’s contentions. (International Shoe 
Company v. State of Washington, USSC, December 
3, 1945.) Whether a company is “doing business” in a 
foreign state is a question of fact. In the light of this 
Supreme Court decision, it would be well to perform 
a minimum of economic activity in a foreign state, 
if subjection to its tax is to be avoided. 


A family partnership is not one taxwise where a 
79-year-old man was admitted who paid for his inter- 
est with notes ultimately satisfied out of withdrawn 
earnings of the partnership. (D. B. Blalock, Sr. et al 
v. Com’r., CCA-5, December 3, 1945.) For federal 
income-tax purposes it is not enough that the part- 
nership be a legal entity. It must also be bona fide, 
and not primarily designed to spread the income-tax 
burden. 


Salary of president of electrical contracting com- 
pany, fixed at 45% of net profits of a corporation, was 
held to be reasonable as a: corporate deduction. (John 
Miller Electric Company, Inc. v. Com’r., TC Memo. 
Dec. Docket No. 4253, released December 7, 1945.) 


EXCESS-PROFITS TAXES 


A Section-722 claim was rejected by the Tax Court 
because the taxpayer’s base-period earnings were not 
depressed by a temporary price war, and were not 
inadequate as a result of a change in character of 
business. It arrived at this conclusion by establishing 
that the taxpayer’s average profits for the years 1936 
through 1939 were substantially greater than its aver- 
age profits for its entire existence from 1924 through 
1941, and the base-period years reflected not a tem- 
porary price war but a strongly competitive industry. 
(The Monarch Cap Screw and Manufacturing Com- 
pany v. Com’r., 5 TC No. 146.) It is interesting to 
note that the Tax Court availed itself of post-1939 
data to help establish its condemning comparisons, 
data which the taxpayer is precluded from using. One 
cannot help but concur with the court’s findings that 
the alleged temporary price war was in reality a 
symptom of a permanent industrial transformation. 
Perhaps it would have been better for the taxpayer to 
have treated the manufacture of set screws, flathead 
cap screws, and particularly stove and industrial 
bolts, and the marketing methods of its products in 
1934 as fundamental changes in the character of its 
business. But then the Tax Court held that 1934 was 
not immediately before the base period, which is not 
necessarily conclusive in all cases. 


A Section-722 claim was denied by the Tax Court 
because the change in the character of the business 
could not have occurred were it not for the war. 
(Fezandie & Sperrle, Inc. v. Com’r., 5 TC No. 144.) It 
should not be difficult for many taxpayers who have 
filed claims under Section 722(b) (4), predicated on 
changes in the character of their businesses, from 
differentiating their claims from this one because the 
latter is clearly a war change. 


The total number of Section 722 excess-profits tax- 
refund claims settled through June 30, 1945, for 1940 
through 1944 is 970, involving $5.7 million gross re- 
duction in excess-profits taxes. The total number of 
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these relief claims filed in this period was 36,635, in- 
volving $3,340 million, including those rejected and 
those voluntarily withdrawn. Most of the settlements 
involved small claims. 


ESTATE TAXES 


Trust property is not includible in gross estate of 
decedent grantor where decedent’s death had no effect 
on any interest of the grantees in such property, even 
though there was a remote possibility of reversion to 
decedent’s next of kin. (Kellogg v. Com’r., 40 BTA 
916; acquiesced in (reversing earlier nonacquiescence] 
by Commissioner in Bulletin 1945-21.) 


Remote possibility of reversion even though ex- 
pressly recited in the trust instrument does not affect 
the inclusion of the trust property in decedent’s gross 
estate. (Frances Biddle Trust v. Com’r., 3 TC 832, 
acquiesced in [reversing earlier nonacquiescence] by 
Commissioner in Bulletin 1945-21.) Apparently, the 
rule is that no part of the trust property is includible 
in decedent’s estate for estate-tax purposes when the 
decedent’s death is not the event which enlarges the 
beneficiary’s share of the estate. 


Entire community property is included in the gross 
estate of the spouse first to die, in accordance with the 
1942 Revenue Act, which is now upheld by the United 
States Supreme Court, except for property received 
as compensation by the surviving spouse or for prop- 
erty originated in the surviving spouse’s own separate 
sources. (Fernandez v. Samuel G. Wiener, USSC. 
December 10, 1945; U.S. v. Henry Rompel, Jr., USSC. 
December 10,1945.) The basis for the decision is that 
the deceased at the moment of death had jurisdiction 
over all the property, and that Congress could there- 
fore levy an estate tax measured by its entire worth. 
It behooves taxpayers in community-property states 
to maintain accurate records to establish which prop- 
erties were derived originally from the earnings or 
separate property of each. 


Trust property was included in decedent’s gross 
estate because the instrument provided for the possi- 
bility of reversion during decedent’s lifetime in the 
event that all the beneficiaries predeceased her. (Es- 
tate of Margaret Gallois v. Com’r., CCA-9, November 
16, 1945.) Though the occurrence of this contingency 
was very remote, because at the time of her death 
there were eight direct descendants, it was neverthe- 
less recited in the trust instrument to the tax detri- 
ment of the testator. Omission of this unnecessary 
provision in her trust instrument would have spared 
her estate an additional estate tax. 


J. H. LANDMAN 
Division of Business Practices 


Wartime Employment 
of Women 


PPROXIMATELY 4.8 million women were em- 

ployed as production workers in factories at the 
peak of manufacturing employment in November, 
1943. Wartime industrial expansion had more 
than doubled since October, 1939, the number of 
women in manufacturing industries. The greatest 
increase came between April, 1942, and November, 
1943, when more than 2 million additional women 
were employed. 


Table 1: Estimated Number of Women Production 
Workers in Major Manufacturing Groups 
Source: Bureau of Labor Statistics 


In Thousands 
Industry Group 
Oct.t June June June 
Durable goods.............. 340 1,905 2,051 1,657 
Tronyand)steel-.:. <3 . hee 68.8 | 326.0] 370.8} 326.4 
Electrical machinery...... 100.3 | 341.1] 375.7] 316.6 


Machinery (excl. electrical). 28.4 | 250.9} 255.8] 214.6 
Transportation equipment.. i 
Automobiles.............. 29. 

34 


Lumber and timber........ 4 60.4 55.6 57.7 
Warniture:.2. aortic er tes 36 91.4 95.2 92.8 
Stone, clay and glass....... 35.3 90.0 91.6 90.3 
Nondurable goods........... 1,928 2,595 2,438 2,327 
Textile-mill products. ...... 527.7 | 627.2 | 574.0} 541.2 
pus o> bee 626.0 | 755.0] 690.6] 638.3 
Leather... Ree 139.6 161.8 156.8 156.0 
Rood ith. swiaject gaat ens 263.8 281.3 306.6 295.1 
SLODRCCO: «2 nae unhnt  ane 64.9 60.0 $5.3 54.0 
PAPEL: Fee Meee + cee Peete 69.4} 105.0] 103.0 97.9 
Printing and publishing... . 59.3 90.5 90.7 89.3 
Chemicals...5:. 307456 ee 46.0 | 232.4 180.8 | 194.0 
Petroleum and coal. .... 0.3 6.9 10.2 9.9 
Rubbers eget ot toca 33.0 72.0 72.7 60.9 
Miscellaneous.........-..- 98.1 | 203.4} 198.0] 191.1 


1Data for October, 1939, derived from the 1939 “Census of Manufactures.” 


Before the war, women constituted 26% of all pro- 
duction workers; by June, 1944, they accounted for 
33%. Of all women in manufacturing in October, 
1939, 85% were in the nondurable goods groups. By 
June, 1944, only 54% were in nondurable industries, 
while 46% were making durable goods. 


THE WOMAN WORKER—THEN 
In October, 1939, women comprised only 9% of all 
production workers in the durable goods industries 
but they accounted for 25% by June, 1944. Each of 
the major durable goods groups showed substantial 
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increases; six of the nine major durable goods groups 
employed more than 100,000 women in June, 1944, 
with transportation equipment, electrical machinery 
and iron and steel reporting over 300,000. Each of the 
three remaining groups reported over 50,000. In 
October, 1939, only electrical machinery employed 
more than 100,000 women and iron and steel over 
50,000. 


Nondurable Goods Group 


The increased demand for war equipment had rela- 
tively little effect on the employment of women in 
many of these industries. In June, 1944, women con- 
stituted about 45% of all nondurable workers, as 
compared with 40% in October, 1939.. The textile 
and apparel groups, always the heaviest employers of 
women continued so throughout the war period, with 
women constituting 51% and 78%, respectively, of 
all workers in June, 1944. The food group, which had 
ranked as third highest employer of women in Octo- 
ber, 1939, was surpassed by the transportation equip- 
ment, electrical machinery and iron and steel groups 
in June, 1944. During the same period, the chemical 
industries registered a substantial increase in the em- 
ployment of women. Utilization of women in the 
professional and scientific and optical instrument in- 
dustries brought an increase in miscellaneous indus- 
tries of 100,000 between October, 1939, and June, 1944. 


THE WOMAN WORKER—NOW 


Women have borne the brunt of employment de- 
clines in reconversion and are experiencing greater 
difficulty than men in securing reemployment as is 
evidenced in the high proportion of women who are 
unemployed. In the majority of major labor market 
areas, women constitute 50% to 80% of all claimants 
for unemployment compensation. The general picture 
is one of increasing employment of men, with a cor- 
responding decline in female employment. Preference 
for men, especially in high-wage employment, is leav- 
ing relatively inferior trade and service jobs for 
women, according to the United States Employment 
Service. 

Many women are leaving the labor market at 
present, preferring to collect unemployment insurance 
rather than to take the lower-paying service and 
trade jobs open to them. Continuation of this trend 
will depend on the extent to which the entire economy 
can develop a high level of employment. Opportunity 
for employment of men at high wages will enable a 
great number of women to retire from the labor mar- 
ket. At the same time, a high level of employment 
should offer better jobs for those women who need to 
remain in the market. 


NOVEMBER TRENDS 


The first increase since March in the number em- 
ployed in nonagricultural establishments occurred in 
November and brought the total above the level of 
September according to preliminary estimates. The 
only decline in November was in government em- 
ployment—particularly in the War and Navy depart- 
ments. The largest increase was reported by trade 
establishments for holiday business. 


Table 2: Number of Women per 100 Production 
Workers in Manufacturing 
Source: Bureau of Labor Statistics 


Industry Group 


June June 
Apparels: bese oon : 4 78.3 79.1 
Tobacconsiia-tiislah aves btorace.« : 4 66.6 67.5 
Textile-mill age : BS 51.3 alee 
Leather. . Pie 20 47.3 49.3 50.0 
Miscellaneous.............. 6 44.9 46.8 47.3 
Electrical machinery........ 9 46.1 49.5 47.4 
UNO G es Hd dis dee aye led ete A oho 29.2 29.6 
Rubber sasackise.. Geek. sa de 6 37.5 87.8 32.4 
IPS penet ete ates ioe og oe Odie ns 0 32.1 82.6 31.8 
Printing and SE Fea 8 27.6 28.0 27.9 
Chemicals. . : si: A 31.2 30.9 31.7 
Nonferrous metals.......... “igs 21,1 24.2 25.3 
Stone, clay and glass. . at 24.8 27.1 AAT 
IN TEUTE ys rcssrseot. drone nk 3 25.1 27.5 28.2 
ANILOMODUES ye cole ae ero erie’ 6 21.0 25.2 20.0 
Iron and ‘steel... 75.9020... a2, 18.5 21.8 20.7 
Machinery (excl. eee 2 19.2 20.8 19.4 
Transportation Bue cct .0 19.8 22.0 20.5 
Lumber and timber......... 9 11.0 ies 12.6 
Petroleum and coal......... 33 5.5 Lest 7.4 


1Data from October, 1939, derived from the 1939 “Census of Manufactures” 


Manufacturing employment increased 60,000 be- 
tween October and November, with the heavy indus- 
tries showing a gain of 27,000. The automobile indus- 
try, iron and steel, electrical machinery, “other ma- 
chinery,” nonferrous metals and furniture registered 
gains of 10,000 or more. Continued reduction of em- 
ployment in aircraft and shipbuilding in part offset 
these increases. 


Light Industry Gains 


Employment increases were greater in the light 
industries. A decline of 19,000 workers in the food 
group was the result of a large seasonal drop in the 
canning industry. 

A seasonal decline of close to a million farm work- 
ers, plus the release of over one million persons from 
the Armed Forces, more than offset gains made in the 
civilian nonagricultural sector for November, accord- 
ing to preliminary figures. 


Rosatyn D. Srecen 
Division of Business Statistics 
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Inventories 
Reflect Reconversion 


HE INDEX of manufacturers’ shipments in Oc- 

tober was 3% below September. Sharp declines in 
the value of deliveries of the former major wartime 
producing industries—the automobile, aircraft, and 
shipbuilding industries—accounted for a major por- 
tion of the 5% drop in durable goods. The trickle of 
peacetime products from the automobile industry did 
not offset the stoppage of war production which re- 
sulted in a 35% decrease in the value of goods shipped 
by the industry. Downward trends in recent months 
in the value of deliveries of the electrical machinery 
and nonferrous metal industries were halted, with 


October recording increases of 3% and 7%, respec- 
tively. 

Each major industry within the nondurable goods 
group recorded a decline except the miscellaneous 
group, which increased about 2%, owing in large 
measure to a rise in the value of goods shipped by 
the apparel industries. As would be expected with 
the elimination of the war demand for petroleum 
products, deliveries of that industry dropped 18%. 

For the second consecutive month the value of 


Estimated Value of Business Inventories 


Source: Department of Commerce 
Billions of Dollars 


Per Cent Change 


Septem- | October, 
ber, 1945 | 1944, to 
to Octo- | October, 
ber, 1945] 1945 


Classification 


"Botalhy. See 


: 9 | -0.8 
Manufacturers. . 1 LS 2.9 
Retailers........ 8 Cal 2.4 
Wholesalers... . . 0 5-5 2.9 


Manufacturers’ Orders, Shipments and Inventories ' 


Source: Department of Commerce 
Index Numbers, 1939=100 


Item 
October | September 

Mnyentories |. oe ce oe eee eee 167.0 7164.9 
Durable soodsis.stone. 5. ne. cee ree 182.5 | 7184.8 
Automobiles and equipment............ 181.0 W782 
Tron and steel and products.............} 123.1 7123.3 
Nonferrous metals and products......... 135.7 7145.6 
Pléctrical machinery...) .-..2..0.40+--. 288.7 | 7299.1 
Other machinérys..28< &....eee ne aoe 208.2 7210.1 
Transportation equipment..............] 809.3 7819.1 
Nondurable poods! 3... ttas.2oreeaye Gan. 153.4 | 1147.5 
Chemicals and allied products........... 161.5 7160.0 
Food and kindred products............. 166.4 | 7158.3 
Paper and allied products.............. 149.8 | 1144.9 
Petroleumirefiningad,. 2c. seca donee 110.5 [rt0ond 
Textile-mill products...................] 104.4 | 7115.5 
Shipmients:...icuniet sete sem wardebacic Raitt nea 204 | r 211 
Durable goods: 25. ese is cea ee 205 | r 216 
Automobiles and equipment............ We Aeris 
Iron and steel and products............. 182 | r 195 
Nonferrous metals and products......... 168 | r 157 
Electrical machinery.................-. 313 | r 3805 
Other machinery:, /; 55-49-57 ee 248 | r 258 
Transportation equipment.............. 736 r 797 
Nondfirsble goods 165, 26 gene ee ee 204 | r 208 
Chemicals and allied products........... 190 | r 198 
Food and kindred products............. 241 r 242 
Paper and allied products.............. 178 183 
Petroleum and coal products............ 151 r 183 
Textile-mill products................... 162 r 166 
New Ordets.: 30. on names. eee eee 179 “hr 16E 
Durable. goods vase Sora... as eee 5 6 165 |) re 122 
Iron and steel products................. 195 r i119 
Electrical machinery................... 187 | r 110 
Other miighimery,,2 2. .0.s- eee 134 r 116 
Wondurable goods... . 0.2.5 5ca0tteetscs 190 | r 194 


aValue of orders canceled exceed new orders received 


1945 1944 Percentage Change 


September, | October, 
October |1945, to Oc- | 1944, to Oc- 
tober, 1945 | tober, 1945 


172.0 “1 443 -2.9 
197.1 -1.2 ~1.4 
229.6 | 44.5 | -91.9 
126.3 0.2 -2.5 
145.8 6.8 6.9 
318.6 3.5 ~9.4 
219.4 ~0.9 =6.1, 
895.2 -1.2 -9.6 
150.1 | +4.0 | 42.2 
156.8 | +0.9 | +8.0 
Pe ae CP Be iy EP ie 
139.9 | +3.4 | 47.1 
110.9 | 41.3 ~0.4 
115.6 | +7.7 | 47.6 
278 8 -27 
380 5 46 
292 -85 14 
252 7 -28 
279 +7 —40 
515 +3 -39 
408 4 -39 
2,414 +8 ~70 
208 -2 -2 
218 4 -13 
227 b +6 
180 -3 =f 
192 -18 -21 
189 -2 -14 
208 +8 -14 
214 +35 -23 
200 +66 -8 
395 +70 -53 
231 +16 42 
204 -21 1 


bLess than 0.5% 
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Manufacturers’ New Orders 


Source: Department of Commerce 
Index Numbers, 1939=100 
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41N AUGUST, VALUE OF ORDERS CANCELLED EXCEEDED NEW 
CRDERS RECEIVED 


manufacturers’ inventories showed an increase. At 
the end of October they were estimated at $16.6 bil- 
lion, $300 million above their value at V-J day. Stocks 
of finished goods showed a slight decline during Oc- 
tober. While undoubtedly there was some movement 
of civilian production items into this category, the 
liquidation of military items in the settlement of war 
contracts more than offset it. Contrary to the general 
downward movement for the durable goods group, 
there was a 4.5% rise in the value of inventories of 
the automobile and equipment industry—an accumu- 
lation necessary for the subsequent production of 
automobiles. New orders for durable goods recovered 
in October but declined for nondurable goods. 


Anita R. Kopetson 
Division of Business Statistics 


Business Book Shelf 


Practical Procedures in Claiming Excess Profits Tax 
Relief (Section 722). By Leo H. Hoffman. New York: 
Alexander Publishing Company, Inc. $10.00 

This large book of 712 pages on Section 722 of the 

Internal Revenue Code consists of 304 pages of text 


by Leo H. Hoffman, a tax attorney, and a reproduc- 
tion of (a) the Treasury Bulletin on the subject, (b) 
the legislative history of the statute with accompany- 
ing reports of the Ways and Means, Finance and Con- 
ference Committees, (c) the appropriate regulations 
of the Commissioner of Internal Revenue, (d) the 
pertinent statutes culled from the Code of Internal 
Revenue, and (e) the miscellaneous forms involved 
in the process of procuring Section 722 relief. 

The text opens with an introduction to, and a 
general outline, of Section 722. Chapter 3 supplies an 
annotated account of the statute, while chapters 4 
and 5 provide the procedure of filing an excess-profits 
tax-refund claim under this law. Then follow indi- 
vidual chapters on each of its subdivisions indicating 
in some detail their necessary requirements to qualify 
for this type of tax relief. Chapter 12 is devoted to 
corporations created after 1939 seeking excess-profits 
tax relief. Chapter 13 is a miscellaneous collection of 
problems that grow out of attempts at trying to 
apply Section 722. The final textual chapter devotes 
itself chiefly to the administration of this statute. 

Section 722 is a very abstruse part of the law of 
taxation. Any attempt to clarify this law in simple 
language is welcome. This is what Mr. Hoffman has 
striven to achieve and succeeded in part. We still 
have to await the judicial opinions of the courts to 
answer with authority the legion of questions that 
stem from this well-intended excess-profits tax-relief 
measure, which tax practitioners find so difficult to 
implement. J. H. L. 


Seasonal Farm Labor in the United States. By Harry 
Schwartz. New York: Columbia University Press. 1945. 
$2.25. 


The vicissitudes of life and work of the seasonal farm 
laborer in this country are described in this work. 
with special reference to the particular characteristics 
of fruit and vegetable workers. 

On the whole, this segment of the labor force is an 
unstable group varying from a million to 2.5 million 
persons who work at farm chores only when nothing 
better is available. Nevertheless, at peaks of farm ac- 
tivity when crop operations require many hands 
within a limited period, it is the invaluable perform- 
ance of this group that the farmer relies upon for a 
successful harvest. 

Despite their contribution to agricultural produc- 
tion, seasonal farm laborers live insecurely, in migra- 
tory fashion, following the peaks of seasonal activity 
of the various crops. The well-known disadvantages 
of the agricultural worker’s lot compared with that 
of the nonfarm workers are emphasized by the spo- 
radic nature of employment among these itinerant 
workers. Inadequate housing, competition for jobs, 
continuous incursion of mechanization, and complete 


34 THE CONFERENCE BOARD 


January, 1946 


lack of organization in the seasonal labor market are 
a few of the conditions affecting their welfare. 

The author finds that the economic outlook for sea- 
sonal farm workers does not appear very hopeful. 
Alternative job opportunities under conditions of non- 
farm prosperity offer the only discernible possibility 
for escape to this unfortunate group. C.R. F. 


By J. K. Lasser. New York: Simon & 


Your Income Tax. 
Schuster. $1.00 
This 1946 edition of Mr. Lasser’s handbook on the 
preparation of the noncorporate tax return promises 
to continue to be a most widely used tax guide for the 
layman. It brings up to date his earlier editions so 
that taxpayers who are about to file their 1945 tax 
returns will find it very practical. It continues to 
employ his outline and check-list method of treating 
the difficult subject of taxation which undoubtedly 

helps the inexpert in handling their tax problems. 
Ae 5 Oo On 


Earnings and Hours 
in Manufacturing 


CTOBER brought slight increases over the pre- 

vious month in employment, man hours, pay- 
rolls and average weekly hours of production work- 
ers in the twenty-five manufacturing industries, but 
all four indicators of industrial activity were still well 
below the levels of August, the last month of the war 
period. Hourly and weekly earnings and “real” 
weekly earnings declined for the fourth consecutive 
month. Although more wage-rate increases were re- 
ported than in September, they amounted to only 
0.11% for all workers. 


THE MONTH’S DECLINE 

Average hourly earnings declined 0.6% from Sep- 
tember to October, making a total drop of 2.9% from 
the peak for the series reached in June. The October 
average of $1.079 was equal to that of October, 1944, 
and 49.9% greater than in August, 1939, the month 
before the outbreak of the war in Europe. Since Jan- 
uary, 1941, the month used as the base date for the 
Little Steel formula and for the latest directives on 
allowable wage-rate increases, hourly earnings have 
risen 42.2%, 

The decline in weekly earnings from September to 
October amounted to only $0.15, or 0.3%. But since 
March of this year when weekly earnings were at 


their peak level, they have dropped $5.40, or 10.6%. 
The average production worker earned $45.59 in Oc- 
tober, less than during any month since May, 1943, 
but more than at any time before then. The low 
point of the depression for weekly earnings was 1932 
and the October average was more than two and a 
half times greater than this 1932 level. It was 67.1% 
above that of August, 1939, and 48.9% more than in 
January, 1941. 


SMALL DROP IN PURCHASING POWER 


The slight rise in the cost of living in October made 
“real” weekly earnings, or the amount of goods and 
services that could be purchased with dollar earnings, 
decline more than the actual return. Although real 
earnings have dropped 8.9% since October of last 
year, the average production worker’s weekly return 
was worth 31.9% more in October than in August, 
1939, and 20.5% more than in January, 1941. 

The length of the work week was practically the 
same in October as in September, the increase 
amounting to only 0.1 hour, or 0.2%. Since October, 
1944, average hours have been reduced 7.2%. Total 
man hours also increased slightly from September to 
October, although the index of 90.2 (1923=100) was 
lower than during any month since December, 1940. 
It was 30% less than last October, but 37.1% greater 
than in August, 1939. 

Following the large decline from August to Sep- 
tember, employment rose 0.8% in October. This was 
only the second rise recorded in this series since the 
peak level of October-November, 1943. The October 
index of 104.6 (1923=100) was still lower than during 
any other month since September, 1940. The number 
of employed workers had dropped 24.5% since last 
October, but was 22.3% greater than in the month 
before the start of the war. The shift in employment 
distribution among the labor groups, which was noted 
in September, continued in October. From 23.5% in 
the former month, the percentage of women workers 
dropped to 22.8 in October, while the percentage of 
skilled males increased from 62.8 to 63.3. 


SLIGHT RISE IN PAYROLLS 


Payrolls were also increased fractionally, the Octo- 
ber index being 0.4% above that of the previous 
month. As with weekly earnings, the depression low 
point for payrolls was during 1932. The October index 
was more than four and a half times greater than 
this low point, although it was 35% below the peak 
level of November, 1943. Over the year since October, 
1944, payrolls have shrunk 30.3%. They were 104.8% 
above August, 1939, payrolls. 


Exizasetu P, ALLISON 
Division of Labor Statistics 
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Interest Rates and the Cost of Living 


HE historically characteristic relationship be- 
tween cost of living and interest rates appears to 
have reversed itself about 1923, and during most of 
the years in the two past decades the two series have 
maintained an unorthodox course with respect to one 
another. 
Apart from a long-term downward drift in interest 
rates and a long-term upward trend in the cost of 
living, the major swings of the two series were for 


Chart 1: 
Compared with Cost of Living 
Sources: 


Deviations from Trend 


Yields of American Railroad Bonds 


New York Federal Reserve Bank; National Bureau of 
Economic Research; THE CONFERENCE Boarp 


the most part concurrent and in the same direction 
from about the middle of the nineteenth century 
until two decades or more had elapsed in the twen- 
tieth. The fact that a few relatively minor adjust- 
ments for lags here and there are necessary to obtain 
a more or less exact correspondence in time of these 
intermediate trends does not impair the essential his- 
torical correspondence of the movements of the two 
series. The situation, however, has been different since 
about 1923. The accompanying charts! 
clearly set forth this change. Chart 2 
shows the interest-rate curve as rep- 
resented by railroad-bond yields. The 
long-term drift downward is_ repre- 


25) ] 


50 sented by the straight line running 
through the fluctuating curve. 


al | 


Similarly, Chart 3 shows the cost of 
living index with the upward trend 


UNADJUSTED BOND YIELDS 


<— LEFT SCALE—— 


indicated by the straight line running 
across it. 


Chart 1 presents the deviations of the 
curves from their own trend lines. Note 


the general agreement in these devia- 
tions up to about 1923 and the contrary 
movements which obtain for the most 


COST OF LIVING 


RIGHT SCALE —> 


part since that year. F. W. J. 
-20 1The unadjusted index of Frederick R. Macaulay. 
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See Table 10 in his “Bond Yields, Interest Rates 
-30 and Stock Prices.” From 1937 onward, the figures 
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Chart 2: Yields of American Railroad Bonds 
Sources: National Bureau of Economic Research; Federal Reserve 
In Per Cent 


4 
ant 


10 


) ul 
1858 1868 1878 1888 1898 1908 1918 1928 1938 1948 


represent an extension of Macaulay’s index on 
the basis of bond yields as reported by Moody on 
AAA bonds. 


Chart 3: Cost of Living 
Sources: New York Federal Reserve Bank; THz ConFERENCE BoarD 
Index Numbers, 1923=100 
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Trends in Estate Taxes 


HE federal estate tax is neither a property nor 

an inheritance tax, but rather a levy on the trans- 
fer of property at death.1 The tax is applied to the 
net estate, which is the gross estate, less a specific 
exemption and certain allowable deductions. The 
latter include funeral expenses, administration ex- 
penses, claims enforceable against the estate, taxes 
accrued, and unpaid mortgages on property included 
in the estate. 

The tax was first imposed under the Revenue Act 
of 1916. The specific exemption was put at $50,000 
and rates progressed from 1% to 10% on net estates 
exceeding $5 million. These rates were increased in 
1917 to range from 114% to 15% and then, from 1917 
to 1919, they were raised to 2%, progressing to 25% 
on net estates exceeding $10 million. In 1919, the 


1To prevent avoidance of the tax, transfers of property made before 
death in contemplation of death are also subject to the tax. 


TABLE 1: 


minimum tax rate was reduced to 1%. (See Table 1 
for an outline of the estate-tax provisions as included 
under all revenue acts since 1916.) 

Under the Revenue Act of 1924 certain other cred- 
its were allowed in addition to the specific exemption. 
A credit for the gift tax paid in respect of property 
included in the gross estate and a credit for state 
death taxes, not to exceed 25% of the tax, were de- 
ductible. In 1926, the basic exemption was increased 
to $100,000 and the credit for state taxes was raised 
to 80%. Rates were graduated from 1% to 20%. 

A tentative estate tax was enacted in 1932 for the 
purpose of increasing the revenue from estate taxa- 
tion, by taxing estates valued at less than $100,000 
without decreasing the credit allowed for state death 
taxes. This was accomplished by considering the 1926 
tax the basic tax and subjecting estates to an addi- 
tional tax which is the difference between the basic 


ESTATE TAX RATES 


Source: Treasury Department 


Period Oa secs Credit for Gift Tax 
xemption 
9/9/16=8/2/TT an ee $50,000 | None 
$/S/VI=IO/B/V4. .. cece 50,000 | None 
10/4/17-2/24/19......... 50,000 | None 
2/24/19-2/26/26......... 50,000 | Total amount paid under Revenue Act of 
1924, as amended 
2/26/26 and thereafter....|/ 100,000 | Total amount paid under Revenue Act of 
(Basie tax)? 1924, as amended. Credit for amount paid 
under Revenue Act of 1932 not to exceed pro- 
portion of estate tax computed under Reve- 
nue Act of 1926 that value of included gift 
bears to entire gross estate 
6/6/32-5/10/34.......... 50,000 | None for amount paid under Revenue Act of 
(Tentative tax)* 1924, as amended. Credit for amount paid 
under Revenue Act of 1932 not to exceed pro- 
portion of additional estate tax that value of 
included gift bears to entire gross estate, and 
not to exceed difference between total amount 
of gift tax and gift tax credit allowed against 
estate tax computed under Revenue Act of 
1926 
5/11/34-8/30/35......... 50,000 | Same as 1932 
(Tentative tax)? 
8/31/35-9/20/41......... 40,000 | Same as 1932 
(Tentative tax)? 
9/21/41-10/21/42........ 40,000 | Same as 1932 
(Tentative tax)? 
10/22/42 (Tentative tax)?. 60,000 | Same as 1932 


Credit for State Death Taxes 


None 

None 

None 

Not to exceed 25% of tax 
(from 6/2/24 to2/26/26) 

Not to exceed 80% of dif- 
ference between basic 


tax and any credit for 
gift tax 


None 


None 
None 
None 


None 


Range of Rates! 


1%, up to 10% on net es- 


tates above $5,000,000 
14%, up to 15% on net 
estates above $5,000,000 
2%, up to 25% on net es- 
tates above $10,000,000 
1%, up to 25% on net es- 
tates above $10,000,000 
1%, up to 20% on net es- 
tates above $10,000,000 


1%, up to 45% on net es- 
tates above $10,000,000 


1%, up to 60% on net es- 
tates above $10,000,000 
2%, up to 70% on net es- 
tates above $50,000,000 
3%, up to 77% on net es- 
tates above $10,000,000 
3%, up to 77% on net es- 
tates above $10,000,000 


Net estate” is the excess of gross estate over the deductions (including specific 
exemption) allowable under act in force at date of death 

Effective June 6, 1932, the estate of an individual was subject to two taxes—a 
basic tax and an additional tax. The basic tax is computed at the rates provided by 


the Revenue Act of 1926. The additional tax is the excess of the tentative tax com- 
puted at the rates provided by the act in force at date of death, over the basic tax 

3A defense tax equal to 10% of the sum of the basic and additional taxes after the 
application of credits was imposed from June 26, 1940, through September 20, 1941 
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Table 2: Estate and Gift Taxes and Total Tax 
Revenues 


Source: Treasury Department 
Millions of Dollars 


Weng Estate Gift Total Tax 


Taxes Taxes Revenues 
NUT | SS 2 Bae Rarities (i ee em (re ee 708 
TAURPMEPER EIS oS cee cla tere ce 3 Tt | rs ete Bac 1,015 
DUS ee StL. LP BS VG WH as 3 F 3,352 
UE Se Cee sc oe oh | |e, 4,482 
UO eee oe ere YC at me ee 5,689 
REE Ae. Ci LEus 2 dele Sits aes eT. ea | cae eee 4,917 
UN -2 ee. ee aS | | ae eee 3,554 
CUVATE 2 tS a EA Fl lane = Sr 3,052 
Ee eee OK is ihc yrernd ewe aw vise COSTAL vei hie 3,207 
WER ye A ee Nate Ye ia Lg cosyciandiss 101 8 2,974 
DADS Se ee er 116 3 3,215 
LDL SE Oe ee eae CD EA Ne 3,345 
eee hae eM es ose > see <ccheqepae’s CONT t res 3,201 
RESUME Te oscil estes in secle dc ale clale 62; Oi Bones 3,337 
ETRE a ssi Glo cterg.e de edie G5 ih een ae 3,479 
UCU Oe 48 Ts Wasa 2,722 
DN oa NY sin cag cakes 4 3~ a5 ATA neat aed 1,793 
ULL. naan errr an 30 5 1,793 
UENO a 104 9 2,897 
SR emeM ab tad. iets reise ations 140 72 3,551 
ool: 5 oS ee 219 160 3,849 
MME Feo. Se 282 24 4,765 
MRRP ee ct crest toh aes <a ere oe 382 35 5,404 
PE OMe ar 5, a5 57sec ken. cca ent 332 28 4,806 
er 331 29 4,910 
on is ba ige Slay Cs acm 355 5g 6,880 
REMMI oe ke Pecve ws ess coe 340 92 12,285 
PREIS aivles + b.0 te ce elo we 415 33 21,078 
Ae eit Soe cs 5 3sies sais, cis asia’ el 473 38 40,329 
UU 8 ne, 596 47 40,952 
RU SOH MEME Bie tesco. Cail. SOS 6 487 36 34,345 

eEstimated 


tax and the tentative tax. An exemption of $50,000 
was allowed for the latter with no credit for state 
taxes. A proportional credit for the gift tax was de- 
ductible, however. Rates of the basic tax ran from 
1% to 20% while those of the tentative tax were 1% 
to 45%. 

In 1934, the maximum rate of the tentative tax was 
raised to 60% and in 1935 the rates were increased to 
range from 2% to 70% on net estates exceding $50 
million while the specific exemption was lowered -to 
$40,000. A defense tax of 10% was imposed from 
June, 1940, to September, 1941, on the sum of the 
basic and additional taxes after the application of 
credits. In 1941, the rates of the tentative tax were 
increased again, this time to 3% to 77% on $10 mil- 
lion. Under the Revenue Act of 1942 the specific 
exemption was increased to $60,000 with rates re- 
maining unchanged. 


REVENUES 


Although the rates of the estate tax have increased 
sharply, revenues are comparatively negligible. Dur- 


ing the World War I period, peak estate-tax revenues 
were $154 million, out of total taxes amounting to 
$4,917 million. (See Table 2.) There followed a 
steady decline until in 1933 only $30 million was col- 
lected from estate taxes. From 1934 on, revenues 
increased but the peak year of 1945 brought only $596 
million out of a total of $41 billion in revenues. 

The gift tax, intended to reach transfers of prop- 
erty not taxed under the estate-tax law, has yielded 
much less than the estate tax. Peak collections of 
$160 million were recorded in 1936 and in 1945 only 
$47 million was collected. 


RECOMMENDED CHANGES 


Many tax planners have dismissed estate taxes with 
the general recommendation that they be continued 
as at present. Others, however, have proposed major 
changes. The Committee on Postwar Tax Policy? 
would return the taxation of estates and gifts to the 
states as a means of “revenue stabilization.” The 
committee maintains that “heavy death taxes . 
leave an adverse effect upon the vigor and intensity 
of the motives which activate the enterprise system.” 
Frequent changes in the tax rates make this effect 
even more pronounced. 

State jurisdiction of estate taxes is favored because 
many of the states have come to regard them as a 
chief source of revenue, while for the Federal Govern- 
ment they have been relatively unproductive. The 
return of some of the federal collections to the states 
in the form of state aid is considered highly dangerous 
by the committee. Hansen and Perloff,? however, 
have outlined a tax-sharing plan under which the 
Federal Government would collect the tax, returning 
a fixed percentage to the states. This does not appear 
too desirable since the states would then lose the 
power to tax estates and gifts. 


Rate Changes 


The integration of the gift tax with the estate tax 
is strongly advocated. There is a difference of opinion, 
however, when the question of raising or lowering 
rates is contemplated. The Committee on Postwar 
Tax Policy recommends that the specific exemption 
be generous and the rates moderate. Federal estate- 
tax rates cannot be increased further without drastic 
results. “The upper limit to the rate schedule should 
be such as to permit the ordinary estate to meet its 

14 transfer may be taxed twice, however, as noted previously. A 
gift made in contemplation of death is subject to both gift and 
estate taxes. 

2The Committee on Postwar Tax Policy, “A Tax Program for a 
Solvent America,” The Ronald Press Company, New York, 1945. 
Recommendations were also made regarding the relationship of bene- 
ficiaries to the decedents. The Committee on Postwar Tax Policy 
would not levy any estate tax on transfers to the decedent’s spouse. 

%Alvin H. Hansen, and Harvey S. Perloff, “State and Local Finance 


in the National Economy,” W. W. Norton and Company, Inc., New 
York, 1944. 
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TABLE 3: 
Source: Treasury Department 
Millions of Dollars 


1945 1944 
Item 
December November December 1946 

Expenditures............ 6,022 4,615 8,465 36,883 

Net RFC war loans. . 15 ~76 a 165 

‘War costs... "oe 4,244 4,224 7,503 32,680 

Other expenditures. ... 763 367 962 4,038 
DP COT EE en 4,074 2 S317 5,321 18,579 
PIERO sats oe ee SEP Ra 948 2,197 8,145 18,304 
General fund balance....} 26,003 14,445 QO 956i) - a... 
Debt (total). i202. .4% -| 278,682 265,894 O50 18a ly eine 
War savings bonds 

SIRIOS es cane Mueete or eheca © 1,254 1,184 2,386 5,570 

Redemptions.......... 534 511 359 3,076 


aLess than $500,000 


taxable obligation without serious effects upon the continuity of 
going business concerns or the continuation of ownerships and con- 
trol in the hands of those designated by the former owner.” 
Hansen and Perloff, on the other hand, would reduce the exemp- 
tion for the combined estate and gift tax to $10,000 in addition to 


FEDERAL FINANCIAL STATISTICS 


First Six Months 
of Fiscal Year 


a possible increase in tax rates. According 
to Philip Murray, President of CIO, an ex- 
emption of $20,000 should be allowed 
with rates drastically increased for all 
brackets. 

inde If the estate-tax system is carefully over- 
hauled, the Committee for Economic De- 


47,987 2 

451 velopment! believes that considerably more 

44,152 revenue could be collected with a slight 
3,384 : : 

19,386 moderation of rates. The committee argues 

28,602 that “taxes imposed at death are less likely 
Bis oe to have a depressing effect on incentives to 
rie enterprise than the collection of equal 
Roos amounts from businessmen during their 


lifetime.” 


Lucie B. Locxketts 
Division of Business Statistics 
1The Research Committee of the Committee for 


Economic Development, “A Postwar Federal Tax Plan 
for High Employment,” 1944 


Carry-backs and Carry-overs 


ECONVERSION of our economy to a peace- 
R time basis has brought reduced profits to many 
business enterprises. Loss of war contracts has af- 
fected profits, as have the costs attending the launch- 
ing of peacetime operations. Except for the installa- 
tion of major peacetime facilities, which are capital- 
ized and not expensed, these business costs can in 
large measure be recovered by refunds of the high 
wartime taxes paid during the boom years, and might 
even be spread over future years. The operational 
policy of many concerns in 1946 as to equipment re- 
pairs, experimental schedules, marketing surveys, 
labor rates and advertising programs will be partly 
governed by the fact that the year’s operations may 
entitle them to carry-backs and carry-overs. The 
United States Treasury estimates that about $1 bil- 
lion will be recouped by taxpayers through these tax 
devices for 1945 and 1946. Other estimates are much 
higher. 

Carry-backs and carry-overs! arise as a result of 
operating losses and unused excess-profits tax credits. 


1The amount of judicial opinion on the subject of carry-backs and 
carry-overs is negligible. Accordingly, taxpayers interested in this 
subject should fakin themselves with sections 122 and 710 of 
the Internal Revenue Code in particular and the other pertinent 
sections 18(a), 22(b), 23(b)(s), 117(b)(d), 129 and 711. For further 
clarification sections 29.122 and 35.710 of the regulations should 
prove helpful. 


Carry-backs offer refunds of taxes already paid; carry- 
overs minimize current taxes. In general, operating- 
loss carry-backs and carry-overs may be spread over 
one or more of the two previous years and the two 
succeeding years. Similarly, an unused excess-profits 
credit may be distributed over a maximum five-year 
period. Although an operating loss is essential to cre- 
ate an operating-loss carry-back and carry-over, un- 
used excess-profits credits can result even when sub- 
stantial profits are realized, provided these profits are 
less than the excess-profits credits. 


OPERATING-LOSS CARRY-BACKS AND 
CARRY-OVERS 


The following illustration exemplifies the principles 
involved in operating-loss carry-backs and carry- 
overs: 

A taxpayer who sustains an operating loss in 
1946 may carry this loss back first to 1944. Any 1946 
loss which is in excess of the 1944 profits is then 
applied to 1945 income. The remaining loss, if any, 
may be used to offset in chronological order the profits 
of 1947 and 1948. Thereafter, any balance is aban- 
doned. 

The following table outlines the chronological se- 
quence in which net operating-loss carry-backs and 
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carry-overs are applied. Unused excess-profits credits 
receive similar treatment. 


rating Losses 
and Unused Excess- 
profits Credits Apply Then Apply 
Arising in Back to Forward to 
Un) ES aS OR ee PMP Y a Nee Se Re 1940 then 1941 
(ie) adie ie San ere PPI. Se thee: 1941 then 1942 
MOGD. ae eattA. weed Cl ae a 1942 then 1943 
BOS2 oct fe sheet nn Oe) RR Saar iu: 1943 then 1944 
BOSS eet. oe 104 then 19498 9-2 Lee . 1944 then 1945 
BOA coctun ta ae vain lL Oae nem LOAK. ode kins 1945 then 19465 
BUCO te oo. tess eee eee then 194. hos. os 1946 then 19476 
1946 ot ots 1944 then 9453 222 005. 1947 then 1948) 


bExcess-profits taxes were repealed for the year 1946 and thereafter. Therefore, 
except for 1946, no unused ore ears credits will arise in these years, and no such 
credits can be applied to any of them by carry-backs or carry-overs. 


Net operating-loss carry-backs and carry-overs are 
available to individuals, corporations, estates and 
trusts.’ In order to preserve the benefits of net oper- 
ating-loss carry-backs and carry-overs, the legal busi- 
ness organization must not lose its identity. An or- 
ganizational change is sufficient to destroy these tax 
advantages. Successor and predecessor corporations 
lose their intercorporate operating-loss carry-backs and 
carry-overs.? A change from corporate to partnership 
organization, and vice versa, would entail the loss of 
these tax benefits. The removal of a corporation from 
one state to another,* and the merging of two or 
more corporations* have the effect of vitiating inter- 
corporate carry-backs and carry-overs.® 

In applying the carry-back or carry-over, the net 
operating loss is not annualized. That is, fractional or 
“short” years of even as little as one month’s dura- 
tion are considered full years for purposes of the two- 


1Partnerships, but not the individual partners, common trust funds, 
corporations improperly accumulating surpluses, personal holding 
companies, foreign personal holding companies, corporate life insur- 
ance companies, mutual insurance companies except life and marine, 
and regulated investment companies are denied the application of net 
operating-loss carry-backs and carry-overs. Individuals who have 
carried on trade or business at a loss for five consecutive years—the 
hobby loss—are also denied this tax minimization privilege. Internal 
Revenue Code Section 170; Section 189; Section 102(d)(1); Section 
505(c); Section 336(b)(3); Regulations Section 29.201-7(a); Regula- 
tions Section 29.207-4(a); Section 362(b)(1),(2); Regulations Section 
29.2043; Section 130(a). 

2New Colonial Ice Co., Inc. v. Helvering, 292 U.S. 435, 54 S. Ct. 788, 
78 L. Ed. 1348, 13 A.F.T.R. 1180, XIII-1 C.B. 194; Charles Laughton, 
40 B.T.A. 101; Schmuker Company v. Keystone Stores Corp. 12 F. 
Supp. 287. 

4General Finance Co. of Philadelphia Pa., v. Com’r, 85 F(2d) 846, 
18 A.F.T.R. 524. 

4Pennsylvania Company for Insurance on Lives and Granting 
Annuities v. Com’r., 75 F(2d) 719, 15 A.F.T.R. 298. 

5A new corporation can be regarded as a continuation of a predeces- 
sor corporation where the latter had been terminated because of a 
limited life prescribed in its charter. But, where a corporate charter 
had been forfeited because of a failure to pay state fees, its successor 
corporation was considered a new tax entity without the advantages 
of the predecessor’s carry-backs and carry-overs. Thus, the respective 
state laws govern as to whether a legal entity is preserved and con- 
tinues to exist. McLaughlin v. Purity Inv. Co., 75 F(2d) 30, 15 
A.F.T.R. 181; Weber Flour Mills Co., $2 B.T.A. 181; California 
Barrel Co., v. Com’r., 81 F (2d) 190, 17 A.F.T.R. 202; Anheuser- 
Busch, Inc. v. Becker, 27 A.F.T.R. 1026; Weber Flour Mills Co. v. 
Com’r., 82 F (2d) 764, 17 A.F.T.R. 695. 


year carry-back and carry-over.! New corporations, 
and established corporations contemplating a change 
in accounting periods, should give this phenomenon 
due consideration. 

Before 1942, losses sustained by a group of corpora- 
tions filing a consolidated tax return were deducted 
by the group or by the parent company. A seceding 
subsidiary of the group, even though it incurred the 
loss, was not entitled to take the carry-backs and 
carry-overs with jt. Losses before the filing of the 
consolidated tax return were carried over by the com- 
pany which experienced them. Losses sustained after 
the termination of the consolidation were deducted 
by the parent company through carry-backs. 

Beginning with 1942, the combined income of con- 
solidated companies may be reduced through carry- 
backs or carry-overs by losses suffered by individual 
companies regardless of whether they occurred prior or 
subsequent to the consolidation. Losses sustained by 
component companies prior to the filing of a consoli- 
dated tax return are applied to the respective incomes 
of those companies. However, all losses before and 
after consolidation may be applied in the preparation 
of the consolidated return up to the maxime of the 
income of the companies incurring them. 


Computation 


“Net loss” as it appears on the income-tax return 
is rarely, if ever, net operating loss as it is computed 
for carry-back and carry-over purposes. Adjustments 
must be made to reflect what Congress named a true 
economic loss.? Accordingly, the loss on the tax re- 
turn must be reduced by the following deductions, 
specified in Section 122(d) of the Internal Revenue 
Code: 

a. The deduction for depletion must be adjusted 
to the amount that would be allowable on the basis 
of cost of assets and not on discovery value or per- 
centage depletion. 

b. Capital gains and losses must be computed by 
noncorporate taxpayers without reference to the 
50% rate for the long-term holding period of assets 
to arrive at income or loss. Deductions for capital 
losses may not exceed the amount of the capital gains.’ 


For taxable years beginning before January 1, 1942, 
corporations were permitted to partially deduct capi- 
tal losses in computing income. Accordingly, for those 
years, such losses must be added back to compute 
their gross income.‘ For taxable years beginning after 
December 31, 1941, this treatment of capital losses 
does not apply because no net capital loss for those 
years was deductible from ordinary income. 

1Regulations, Section 29.122-1(a). 

*House Report on Revenue Bill of 1939, C.B. 1939-2, 517; Regu- 
lations Section 29.122-2-3. 


Section 122 (d) (4), Regulations Section 29.122-3 (4). 
‘Regulations, Section 29.122-2(4), 
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Noncorporate taxpayers must segregate their 
gains into those arising from business and nonbusi- 
ness transactions. As for business capital gains or 
losses, no net loss computed on the 100% basis may 
be deducted from income.t How one arrives at eco- 
nomic loss by this treatment is difficult to compre- 
hend. 


c. Wholly tax-exempt interest, as that from state 
obligations, minus the expenses to carry these securi- 
ties, must be added back to gross income.” This treat- 
ment of tax-exempt interest has been held not to be a 
violation of the constitutional immunity from taxa- 
tion of such income. No adjustment need be made 
for partially tax-exempt interest, subject only to sur- 
tax. 


d. In the case of noncorporate taxpayers, deduc- 
tions from income other than those connected with 
the operation of a trade or business regularly carried 
on by the taxpayer are allowable only to the extent 
that they are offset by gross income not derived from 
a regular trade or business. On the other hand, all 
corporate deductions are classed as “business.” 


e. A deduction, however, is allowed for the amount 
of excess profits tax paid or accrued. Though only 
corporations can avail themselves of this advantage, 
because they alone paid excess-profits taxes, it is 
rarely applicable. Up to December 31, 1941, the 
excess-profits tax was allowed as a deduction in com- 
puting net income for normal tax and surtax purposes. 
Accordingly, this excess-profits tax adjustment ap- 
plies to taxable years beginning after that date.’ 

Such a deduction might arise in a cash-basis cor- 
poration which paid an excess-profits tax for a pre- 
ceding year, while it had sustained an operating loss 
in the current year. Some argue that this deduction 
affords an undue advantage to cash as against accrual- 
basis taxpayers. They contend that accrual-basis 
companies should be allowed to adjust for taxes ac- 
crued during the prior year, but which they paid 
during the year of the operating loss. 

The Regulations provide the following illustration 
to summarize the steps in the computation of a net 
operating loss for a corporation: +4 


“For the year 1942 the X Corporation, which makes 
its income-tax returns on the calendar-year basis, has 
gross income as defined in section 22 of $400,000 and 
deductions allowed by section 23 of $600,000, exclusive 
of any net operating loss deduction. Included in gross 
income are long-term capital gains of $50,000 and short- 
term capital gains of $25,000. The corporation had long- 


Section 122 (d) (4); Regulations, Section 29.122-3 (a) (5); Regu- 
lations Section 29.122-3 (ce) (2). 

*Warren Steam Pump Company, 23 B.T.A. 585; Philadelphia Fire 
and Marine Insurance Company v. U.S. 3 F Supp. 655; 77 Ct. Cl. 764. 

Section 122 (d) (6); Section 122 (d) (6) (A); Section 122 (d) (6) (B); 
Section 122 (d) (6) (C). 

‘Regulations, Section 29.122-2. 


term capital losses of $60,000 and short-term capital 
losses of $35,000, which are deductible to the extent of 
the capital gains, or $75,000. The X Corporation also 
deducted $75,000 for depletion on a percentage basis. If 
depletion had been computed without reference to per- 
centage depletion, the amount of such deduction would 
have been $5,000. For 1942 the X Corporation also 
had $35,000 of wholly tax-exempt interest, and paid 
$15,000 in interest on indebtedness incurred to carry the 
obligations from which such tax-exempt interest was 
derived. 

“On the basis of these facts the X Corporation has a 
net operating loss for the year 1942 of $110,000, com- 
puted as follows: 


sl. Deductionsfor 1042s... Acres yen oe $600,000 
Less: 


“2. Excess of percentage depletion over cost 
($75,000 minus $5,000)...............0.8- 70,000 


“3. Deductions adjusted as required by section 
122(d) (item 1 minus item 2).............. $530,000 
“4, Gross income for 1942.............. $400,000 
“5. Plus tax-exempt interest minus inter- 
est paid ($35,000 minus $15,000).. 20,000 
“6. Gross income adjusted as required by section 


122(d) (item 4 plus item 5)............... 420,000 
“7. Net operating loss for 1942 (item 3 minus 
ay | ey ee ees $110,000” 


The Regulations then go on to present the follow- 
ing illustration to clarify the calculation of a net oper- 
ating loss for the individual taxpayer: 


“A, an individual who makes his income-tax returns 
on a calendar-year basis has gross income of $483,000 
and deductions (exclusive of a net operating loss deduc- 
tion) of $600,000 for 1942. Included in gross income are 
business long-term capital gains (as defined in section 
117 (a) (4)) of $25,000 (amount of actual gain $50,000) 
on assets held for more than 24 months, and nonbusiness 
income of $10,000. Included among the deductions are 
a business long-term capital loss (as defined in section 
117 (a) (5)) of $30,000 (amount of actual loss $60,000) 
on a capital asset held for 19 months, and deductions in- 
curred in transactions not connected with a trade or 
business of $12,000. A has no other items of income or 
deductions to which section 122 (d) is applicable. On the 
basis of these facts A has a net operating loss for 1942 
of $110,000, computed as follows: 

“1. Deductions for 1942, exclusive of capital losses 

($600,000 minus $80,000)...............-. $570,000 


“2. Plus amount of actual capital loss ($60,000) to 
extent such amount does not exceed actual 


capital gains ($50,000)...............-ses 50,000 
“So Sumyof items. (1) andu(@).2. sed nee ae 620,000 
“4. Less excess of nonbusiness deductions over non- 

business income ($12,000 minus $10,000).... 2,000 
“5. Deduction adjusted as required by section 

122(d) (item (8) minus item (4) ).......... 618,000 
“6. Gross income for 1942.............. $483,000 


“7, Plus excess of long-term capital gains actually 

realized over amount previously taken into 

account ($50,000 minus $25,000).. 25,000 
“8. Gross income adjusted as required by section 

122(d) (item (6) plus item 7) Jett cowee te 508,000 
“9. Net operating loss for 1942 (item (5) minus 

item (8)),)...5;. 0... deat ety aakie Oo ete See $110,000” 
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The general effect of these adjustments to estab- 
lish the true economic loss is to diminish the losses 
reflected on tax returns. 


Application 

Once the net operating loss for a given year is de- 
termined, it is applied in strictly chronological order 
as a carry-back to the second and then to the first 
preceding year, and as a carry-over to the first and 
then the second succeeding years. Carry-overs are 
permitted beginning with losses sustained in 1939, 
but carry-backs may not be used to reduce profits 
before 1941. 

Just as the operating loss of a year must be re- 


calculated to fit Congress’s definition of an economic _ 


loss, so must the income of the years to which the 
loss is carried be increased to conform to the defini- 
tion of economic profit. The net incomes of corporate 
taxpayers for such years must be adjusted for deple- 
tion, tax-free interest, excess-profits tax, and net oper- 
ating losses.1 In the case of noncorporate taxpayers 
an adjustment for capital gains and losses must be 
made instead of the excess-profits tax adjustment. No 
net capital loss may be taken by noncorporate tax- 
payers.” 

Deductions limited to a percentage of the taxpay- 
er’s net income, as for example, charitable contribu- 
tions, must be recomputed after the foregoing adjust- 
ments have been made.® 


Amount of Deduction 

The sum of the carry-backs and carry-overs is not 
the net operating-loss deduction allowable in a given 
year. The net operating loss deduction is computed 
by reducing the sum of the carry-overs and carry- 
backs by the amount the net income of the taxpayer, 
for the year to which the deduction is being applied 
after the previously discussed adjustments, exceeds: 
In the case of corporate taxpayers, the normal tax net 
income without any deductions for net operating loss, 
and without the credit for income subject to the 
excess-profits tax; in the case of noncorporate tax- 
payers, the net income without deduction for net 
operating losses. 

The purpose of the net operating-loss deduction pro- 
vision is to refine still further the business operations 
of the taxpayers so that the net operating-loss carry- 
backs and carry-overs are predicated on the taxpay- 
ers’ economic experiences rather than on their_in- 
comes as shown on their tax returns. 


Effect on Excess-profits Tax 
The net operating-loss deduction of a year, result- 
ing from the impact of a carry-back or carry-over, 


1Regulations, Section 29.1224 (c). 

*Regulations, Section 29.1224 (c) (3). 

3Regulations, Section 29.122-4 (c) (4); Section 23 (q); Regulations, 
Section 29.122-4 (c) (5). 


reduces the excess-profits tax, if any, as well as the 
normal tax and surtax. But some further adjust- 
ments have to be made to arrive at net income sub- 
ject to excess-profits tax. 

The excess-profits tax may not be deducted to ar- 
rive at net operating loss.’ If the year of the net op- 
erating loss, or the years to which the operating-loss 
carry-back or carry-over is applied, is on the invested 
capital basis, only 50% of the interest on borrowed 
capital is allowed as a deduction in those years.” 

Finally, in converting the total carry-overs and 
carry-backs into the net operating loss deduction for 
excess-profits tax purposes, the carry-backs and carry- 
overs must be reduced by the difference between the 
excess-profits net income after the carry-back and 
carry-over adjustments and the excess-profits net in- 
come computed without the net operating loss ad- 
justment.? 

A net operating-loss deduction may also create an 
unused excess-profits tax. credit in the year to which 
it is carried. This unused credit may in turn be car- 
ried back or carried over for two years. In this un- 
usual but theoretical situation, seven instead of five 
years may be involved as a result of an operating loss 
in one year. In an extreme sense, nine years may be 
involved if a four-year carry-over is also established. 
Actually, these two strange phenomena cannot occur, 
except where short years are involved, because carry- 
backs may not reduce taxes of years prior to 1941, 
and there are no excess-profits taxes for 1946 and 
thereafter. 


WHAT YEAR’S LAW GOVERNS? 

Is it the law of the year which gave rise to the loss 
or the year to which the carry-over or carry-back is 
applied that governs? This moot question has only 
recently been reconsidered and decided by the court. 

In Moore, Inc.,‘ it was held that the law of the 
year to which the net operating loss is carried rather 
than the year in which the loss is suffered controls. 
In that case, the 1941 law provided that long-term 
capital losses could be deducted only to the extent 
of long-term capital gains in computing the carry- 
over. Accordingly, no part of Moore’s $15,000 loss 
could be deducted since there were no offsetting long- 
term gains. For 1942, the law was amended so that 
all capital gains and losses were treated together, 
whether they were long or short term. The taxpayer 
excluded $13,000 of its long-term capital loss and 
took $2,000 as a net operating loss carry-over to 1942. 
The Treasury argued that there was no carry-over 
from 1941 income. The Tax Court and the Fifth 
Circuit Court sustained the taxpayer on the basis 

ISection 711 (a) (I) (J) (i). 

*Section 711(a)(I)(J)(i); Section 711(a)(2)(L) (i). 


3Section 711(a)(I)(J) (ii); Section 711(a)(2)(L) (ii). 
44 T.C. 404, affirmed by CCA-5 October, 1945. 
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that the taxpayer had to apply the law which pre- 
vailed in each particular year to which the carry- 
over was applied. The inference is that the same 
principle would apply in carry-backs. 


UNUSED EXCESS-PROFITS CREDIT CARRY-BACK 
AND CARRY-OVER 

Unused excess-profits credit carry-backs and carry- 
overs offer corporations even greater tax refund pos- 
sibilities than net operating-loss carry-backs and car- 
ry-overs. The unused credit on the invested capi- 
tal or income basis is carried back or forward for two 
years in the same chronological order as the net oper- 
ating loss. Its application has the effect of increas- 
ing that year’s excess-profits credit and commensu- 
rately reducing income for that year subject to the 
excess-profits taxes, thereby increasing the income 
subject to the lower normal and surtax rates. The 
tax saving in 1945 would be the difference in taxes 
arising from the net 8544% rate on excess profits 
and the normal and surtax rates of 25% to 40% on 
ordinary income.' Only the identical taxpayer, as in 
the case of net operating-loss carry-backs and carry- 
overs, may benefit by unused excess-profits tax carry- 
backs and carry-overs. The difference between the 
higher excess-profits credit and the lower excess-prof- 
its net income is the unused excess-profits credit. 

As in net, operating-loss deductions, the law that 
applies is the law of the year for which a computation 
is made except for the 1940 fiscal years, in which case 
the law of 1941 is pertinent.? It should be noted 
that it is immaterial whether the year of the loss or 
the year of the deduction is on the invested capital or 
earnings credit basis. In computing the unused credit 
for a particular year the specific exemption and the 
unused excess-profits credit carry-backs and carry- 
overs of other years are not considered.2 Unused 
excess profits credits cannot be carried back to a year 
beginning before 1941. In spite of the absence of 
carrybacks, such unused credits arising in 1940 
or 1941 may be carried forward only two years.* 

The unused excess-profits credit of a short taxable 
year is the appropriate fraction of the excess of the 
credit over the annualized income.® However, in ap- 
plying this credit, a short year with its relatively small 
excess-profits tax constitutes a full year. 

A constructive, or adjusted, excess-profits net in- 
come credit under Section 722 of the Internal Reve- 
nue Code, once allowed, supplants the actual credit 
and is employed instead of the latter in carry-back 
and carry-over calculations. Likewise, the removal 
of abnormal income from current to earlier tax years 

Section 26(e). 

*Section 710(c)(4). 

31.T. 3578, C.B. 1942-2, 155; Regulations Section 30.710-2. 


‘Section 710(c) (4). 
Section 710(c) (2). 


under Section 721 results in a smaller excess-profits 
tax credit by carry-over. 

Unused excess-profits credit carry-back and carry- 
overs may actually increase a corporation’s tax lia- 
bilities under certain circumstances. When such a 
credit is applied to a year which was subject to the 
provision that no more than 80% of the surtax net 
income may be paid out in normal tax, surtax, and ex- 
cess-profits tax, this situation may arise. While the 
excess-profits tax will be reduced, the carry-back or 
carry-over will also reduce the 10% postwar or cur- 
rent credit on the reduced portion of the excess- 
profits tax. Normal tax and surtax income will, ac- 
cordingly, be increased by a corresponding amount, 
and the net effect will be an increase in the total tax. 

The excess-profits tax was repealed in 1945, effec- 
tive January 1, 1946. Nevertheless, the law specific- 
ally provides that any unused excess-profits tax credit 
arising in the final year 1946 may be used to reduce 
excess-profits taxes for 1944 and 1945 by carry-back. 


TAX REFUND PROCEDURE 


The advantages of net operating-loss and unused 
excess-profits credit carry-overs can be enjoyed im- 
mediately by applying them as deductions to current 
tax bills. To benefit from the net operating-loss and 
unused excess-profits credit carry-backs, tax refund 
claims must be filed. 

The Tax Adjustment Act of 1945 contains special 
provisions for refunds arising from carry-backs of net 
operating losses and of unused excess-profits credits. 
The new period within which to file a carry-back re- 
fund claim is three years from the due date of the tax 
return for the year in which the carry-back arose. 
In so far as unused excess-profits credits are con- 
cerned, by special provision 1946 is included, though 
the excess-profits tax has been repealed for that and 
future years... This change of statute was necessi- 
tated by the fact that the ordinary provision afforded 
little comfort in many carry-back tax-refund claims, 
because the outlaw period started three years after 
the due date for the filing of tax returns for the year 
to which the operating loss or unused credit is carried. 

Similarly, the new period for the special carry- 
back claims arising from deductions of bad debts or 
worthless securities is the seven year period starting 
with the due date of the tax return for the year in 
which the carry-back arose instead of the year to 
which the carry-back is applied.? 

The new law also opens years for carry-backs which 
might otherwise be closed, as for example, a Tax 
Court adjudication of a tax matter. However, tax 
liabilities that have been concluded by compromise 
with the Commissioner of Internal Revenue, and by 


1Section 322(b) (6). 
*Section $22(b)(5). 
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closing agreements expressly denying future carry- 
backs continue to bar the future right to carry- 
backs.* 

The Tax Adjustment Act of 1945 corrected an- 
other injustice in the matter of carry-backs and carry- 
overs. Interest at 6% runs from the date of the filing 
of a refund claim, unless the taxpayer elected to file a 
special quick tax refund claim in which event interest 
is denied during the 90-day period in which the Treas- 
ury may act. In the case of deficiencies, taxpayers 
pay no interest for the period during which they 
receive no interest on the overpayment of taxes.” 
The need for this change arose from the fact that 
ordinarily the interest for the overpayment caused 
by the unused excess-profits credit carry-back would 
begin to run from the date of the filing of such carry- 
back claim, but the interest on the corresponding 
increase in income tax would begin to run from the 
date the income tax was originally due. 

The Tax Adjustment Act of 1945 also contains 
provisions to accelerate payments of tax refunds aris- 
ing from net operating loss and unused excess-profits 
tax credits. Congress did this by permitting all cor- 
porations, not individuals because they are on a cur- 
rent basis, to postpone payments of taxes payable in 
the current year for the preceding one, if the current 
year’s operations are expected to result in losses and 
corresponding carry-backs. If the anticipation proves 
correct, and the amount of the carry-back is deter- 
minable, a special quick refund claim may be filed 
resulting within ninety days either in a credit against 
postponed taxes or in a cash refund, subject to later 
review by the Treasury. These special provisions are 
offered to all companies whose operating years termi- 
nating on or after September 30, 1945, yield carry- 
backs. The quick refund claim, however, is available 
to all companies whether or not they have simultane- 
ously requested postponement of the payment of the 
previous year’s tax obligations. The amount of tax 
deferable is the total net reduction in all prior years’ 
taxes due to the expected carry-backs, less any post- 
war credits, and any delinquent taxes. The extension 
of time within which to pay taxes due is granted 
automatically if the taxpayer files Form 1138 within 
the year in which the carry-back is expected. The 
taxpayer also has the privilege of making limitless re- 
visions to avoid being penalized.* The penalty is 5% 
of the amount by which the deferred tax exceeds 
125% of the actual carry-back.* 

The taxpayer must pay interest for the duration of 
the extension, running from the date the deferred 
taxes would otherwise have been payable. The rate 
is 3% of the deferred tax discharged by the quick 

Section $22(b) (5). 

*Sections 292 and 3771(e). 


Section 3779. 
‘Sections $779 and 294. 


carry-back refund claim. For the deferred tax not 
satisfied_by such quick carry-back refund claim, the 
rate is 6%. 

For years ending on or after September 30, 1945, 
quick refund claims must be filed on Form 1139 for 
corporations or on Form 1045 for individuals, within 
twelve months after the close of the year giving rise 
to the carry-backs. The Treasury will allow or reject 
the claim within ninety days after the date of filing 
the claim, or within ninety days after the last day 
of the month in which the return for the year giving 
rise to the carry-back was due, whichever is later.? 
A quick refund is not technically a refund claim. 
Hence if it is rejected, an appeal is not in order. One 
is not deprived of the right, however, of filing a regu- 
lar refund claim on Form 843, which preserves the 
right of appeal to the courts. 

The postponement of the payment of currently due 
taxes is not always advisable. Companies not in need 
of funds will have to pay a minimum of 3% interest 
for this privilege in addition to a loss of at least part 
of the 6% interest they would earn on regular refund 
claims. 


PROSPECTS 

Treasury and Congressional opinion seems to be 
hostile to these carry-back and carry-over provisions. 
The difficulty of anticipating the aggregate sum of 
these refund claims jeopardizes the stability of our 
national fiscal budgets. Many concerns, especially 
those on the invested-capital credit basis, will suc- 
ceed in artificially maintaining a higher earning level 
by these devices than they would otherwise enjoy. 
Some war-born concerns will try to endure rather than 
liquidate, although there is no longer any economic 
justification for their existence, merely to recapture 
a part of the wartime taxes paid during the two pre- 
vious years. The present carry-back and carry-over 
provisions encourage the purchase currently of rapid- 
ly depreciable equipment and the incurrence of other 
expenses that would ordinarily be deferred. However, 
the acquisition of companies with net operating losses 
and unused excess-profits credits to avoid or evade 
federal taxes is forbidden. And, though the factual 
situations are not identical, the Second Circuit Court 
of Appeals decided in 1944 that, where the existence 
of a corporation is prolonged though it no longer has 
a primary business purpose, its legal existence may 
be ignored so that it does not experience tax-recogniz- 
able losses. The repeal of the excess-profits taxes 
will ultimately bring with it the abolition of the 
unused excess-profits credit, though the latter was 
retained for the year 1946. The net operating-loss 


Section 3780 

*Section 129. 

sNational Investors Corp. v. Hoey, 52 F. Supp. 556 (1943), 31 
A.F.T.R. 934; reversed 144 F (2d) 466 by Second Circuit Court of 
Appeals (1944). 
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carry-over rather than carry-back is more likely to 
be continued in order to encourage new peacetime 
business ventures. It is even likely that the two- 
year net operating-loss carry-over period might be 


Accelerated 


A summary of addresses delivered before a Round 
Table conference on this subject at the Waldorf- 
Astoria Hotel on Tuesday, November 20, 1945. The 
meeting was presided over by James F. Towers, Presi- 
dent, Ford, Bacon & Davis, Inc. Professor Norton 
spoke on “An Economic Justification for Accelerated 
Depreciation,” and Mr. Blough on “The Problem of 
Accelerated Depreciation for Tax Purposes.” 


Paul T. Norton 


Department of Industrial Engineering 
Virginia Polytechnic Institute 


EFORE proceeding with my discussion I wish to 

make it clear that by “accelerated depreciation.” 
I mean the process of writing off the investment in 
an asset more rapidly in the early years of its life 
than would be the case if straight-line depreciation 
were used with the rate based on the full expected 
service life. This more rapid writing-off might be 
accomplished in several quite different ways, includ- 
ing such methods as an immediate writing-off in the 
first year of life of an arbitrary percentage, such as 
one third or one fifth, and straight-line depreciation 
thereafter on the remaining amount, or by a constant- 
ly diminishing amount, such as is accomplished by 
the so-called fixed-percentage-on-diminishing-balance 
method. My discussion will not refer in any way to 
the so-called “accelerated depreciation” which re- 
sults from increased usage, such as multiple-shift 
operation in times of abnormal activity. 

It has long seemed to me that much of the confu- 
sion of thought so prevalent in present discussions of 
the depreciation problem could be avoided if we were 
more careful in our use of words, or in other words, 
if we obeyed the rules of semantics. For example, I 
have noticed that to many people the definition of 
depreciation as “loss of value” seems to convey the 
idea that this normal decrease in value is necessarily 
akin to various kinds of business losses. Also I have 
noticed an apparent confusion in certain uses of the 
terms “reserve for depreciation,” and “reserve for re- 
habilitation,” where it was not at all clear whether 
the term used meant the usual valuation reserve or a 


lengthened to three, four, or five years to stimulate 
still more the launching of new business enterprises. 
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fund. If we were more careful about such matters, 
perhaps we would not have so many persons sug- 
gesting that these “reserves” might well be used to 
pay increased wages or in the purchase of fixed 
assets. 


SOUND IN PRINCIPLE 


In this discussion I shall attempt to show that cur- 
rent proposals for writing off investments in the early 
years of life more rapidly than with straight-line de- 
preciation, with rates based on full-expected-service 
lives, may be sound in principle and not merely un- 
sound expedients which are justified because they will 
increase plant expansion, and therefore jobs, in the 
postwar period. Even the Federal Government now 
seems to be in agreement with the position long 
held by industry that, with high tax rates on busi- 
ness, the present depreciation regulations of the 
Treasury Department have undesirable social effects, 
because they operate as obstacles to the investment 
of capital in depreciating assets. I am, of course, op- 
posed to tax policies which.tend to prevent invest- 
ments which would be desirable on purely economic 
grounds, but I am inclined to agree with the many 
industrial executives who are afraid of tax incentives 
which are not really sound and can be justified only 
on the basis that they tend to induce socially desir- 
able ends. It seems to me that a government which 
indulges in unsound tax incentives is very apt to in- 
dulge also in tax penalties; in fact, I believe that most 
unsound tax incentives are quite apt to act as tax 
penalties against competing companies or industries. 

Most of the ideas which I shall present in this dis- 
cussion have previously been developed by Professor 
E. L. Grant, of Stanford University and me, in papers 
which we have written jointly. 

There has been a blind spot in the thinking of ac- 
countants and engineers relative to depreciation ac- 
counting. They have concentrated their attention on 
the probable date of termination of the service life 
of an asset and have neglected many things which 
should influence the way in which cost is written off, 
even though these things may have no effect on the 
date of retirement. 
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For reasons which Professor Grant and I have 
developed in other papers, it is my firm conviction 
that past depreciation charges have been inadequate 
whenever the resulting book value is greater than 
the amount which the owner could afford to pay for 
the existing asset in comparison with the most eco- 
nomical new substitute asset which could be obtained 
for the same purpose. A present asset may have 
many points of inferiority to a new substitute asset. 
Tt will generally have shorter life expectancy. It may 
have higher current and prospective annual mainte- 
nance costs. Because of improvements in design, the 
new asset may perform its function better and more 
economically than was ever possible with the present 
asset. Because of changes in service requirements that 
may have occurred since acquiring the present asset, 
a new asset may be better adapted to the job to be 
done now and in the future. 

Particularly in the manufacturing industries it fre- 
quently happens that the value of machinery to its 
owner decreases very rapidly in the early years of 
its life. Manufacturers quite generally recognize the 
hazard of this rapid decline in value by requiring that 
new machinery will not be purchased unless it will 
“pay for itself in three years,” or in some similar 
period much shorter than prospective service life. 
Where experience indicates rapid improvements in 
design or change in service requirements, there is 
nothing inconsistent between a requirement that a 
machine, for example, must pay for itself in five years, 
even though its prospective service life is fifteen years. 

Unfortunately, the combination of high tax rates 
and the Treasury policy of limiting depreciation al- 
lowances to straight-line depreciation, with rates 
based on full expected-service lives, often makes it 
impossible for the owner of an asset to recover the 
investment in the asset during those early years of 
its life when the asset has sufficient earning power. 
It was, of course, this very situation that was recog- 
nized in the special 60-month amortization provision 
for certain war facilities. What is quite often over- 
looked is the fact that to a somewhat lesser degree 
the same situation exists in the case of all depreciat- 
ing assets. 


INADEQUATE DEPRECIATION ALLOWANCES 


Several weeks ago, when visiting a Virginia manu- 
facturing plant, I was surprised to note that a cer- 
tain automatic machine was not only not operating 
but showed signs of not having operated for at least 
several weeks. I was interested in noting that there 
were several other automatic machines which I had 
never previously seen in this plant all working on 
jobs that had previously been handled by the idle 
machine. I well remembered that when the idle auto- 
matic had been purchased only a very few years ago 


it was considered the last word for rapid and eco- 
nomical production. Upon investigating this situa- 
tion, 1 found that the newer automatics were pre- 
ferred because they were more flexible and more 
economical, as they could be changed from job to job 
more rapidly and were of greater capacity. In other 
words, the older machine was becoming obsolete. I 
might say in passing that I was also told that the 
older machine was just as good as it had ever been 
as far as production was concerned; in no sense had 
it worn out. 

I believe I could prove to the satisfaction of any 
reasonable person that it is hardly possible for the 
old automatic to earn any considerable part of its 
investment in the future, even though it may be 
used as a stand-by machine for many years to-come. 
Yet, under present Treasury regulations, there is no 
way that the owner could charge off the entire in- 
vestment in this machine unless he actually retired 
the machine permanently from service. Few taxpay- 
ers seem as yet to be fully conscious of the fact that 
the best way to get higher depreciation rates is to 
make retirements sooner. As taxpayers do become 
conscious of this, it seems likely that the present 
Treasury regulations will cause the retirement of 
assets which would otherwise be held for desirable 
stand-by purposes. I am sure that all of us can think 
of many obsolete assets which were of very great 
value to the war effort in recent years. For example, 
the fifty destroyers which we turned over to the Brit- 
ish would certainly have been scrapped many years 
ago if they had been private property subject to the 
depreciation regulations of our Treasury Department. 
and if it had been fully realized that the only way to 
get adequate depreciation allowances was to scrap 
them. Many modern mass-production industries have 
found that it does not pay to have stand-by equip- 
ment, but that is not true of the average small com- 
pany, and it is an economic crime to force socially 
undesirable retirements merely for tax purposes. Very 
little of this apparently occurred so far, but as tax- 
payers become conscious of what really is going on, 
much more of it will occur, I am sure. 

But the situation is at least as bad and even less 
well understood in cases where an asset becomes 
obsolete but continues to produce at full capacity 
because the savings in operating expenses with a new 
asset would be completely offset by the increased 
fixed charges of the new asset. For example, con- 
sider a machine which cost $10,000 when new, is 
now ten years old, and has been depreciated on the 
basis of a 20-year expected-service life. In other 
words, the present book value is $5,000 or one half of 
the original cost. 

A new machine is proposed for this same work 
which will save $3,000 per year in operating expenses 
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but have fixed charges of $3,000 per year during the 
time within which the machine will be expected to 
“pay for itself.” In this typical if rather oversimpli- 
fied situation it is evident that the real value to the 
owner of the present asset is zero, but that it will not 
be economical to make a replacement. 

I note that I failed to state that, as is so often the 
case, the present scrap value of the existing machine 
is zero. That is very apt to be the case with obsolete 
equipment, as we all know. In other words, in this 
replacement problem we have a situation where, if 
you make the new investment, you will just be swap- 
ping dollars with yourself. You will save operating 
expenses, but at the expense of an equivalent amount 
of additional fixed charges, and nobody in his right 
senses would want to do that. 

It so happens that conditions of this sort frequently 
remain more or less the same for some years, and it 
is not at all difficult to envision a case where it will 
be ten more years before the replacement becomes 
economical. If so, the actual life of the present asset 
will turn out to be twenty years, as originally esti- 
mated, and both the Treasury Department and per- 
haps all others concerned with the case will feel that 
the depreciation problem has been handled correctly. 
The true situation becomes clear only when we re- 
member that the value to the owner during the last 
ten years of life was at all times zero, and therefore 
the true profits of the first ten years were $5,000 less 
than the apparent profits on which taxes were paid. 

Let us consider a case in every way similar to the 
one just described, with the exception that in this case 
the economy study shows that the present asset not 
only has no value to the owner but also should be 
replaced. A logical analysis of the replacement-econ- 
omy problem shows that the book values of present 
assets are irrelevant. Nevertheless, high book values 
do in fact influence replacement policies and tend to 
prevent improvements in manufacturing efficiency 
which are really economical. In the present case it 
might be very difficult, if not financially impossible, 
for the owner to write off the apparent $5,000 in 
assets which the economy study has proved to be 
worthless. 

In this, as in so many other regulations affecting 
taxes, the obstacles are likely to be even greater in 
new enterprises and in small enterprises than in large, 
established enterprises. Large companies with stable 
earnings may be in a position to give weight to tax 
credits in the long run and often will suffer less dam- 
age from individual cases similar to the three I have 
just described. 


CHANGES SINCE 1934 


Few persons seem to be fully aware of all of the 
changes that have taken place since 1934 in the actual 


practices in depreciation accounting, particularly in 
the manufacturing industries. Before TD-4422, al- 
though lip service was paid to straight-line deprecia- 
tion accounting, the lives used in setting depreciation 
rates were generally much shorter than actual service 
lives. For example, a common rate on manufacturing 
equipment was 10%, even though it was often evident 
that average service lives were much longer than ten 
years. This had the effect of concentrating the de- 
preciation write-off in the early years of life. In many 
respects, this was a very desirable state of affairs. I 
make that statement because I believe that the early 
years are the ones when equipment is best able to 
earn its first cost. 

The present practice of the Treasury Department 
aims at true straight-line depreciation accounting, 
based on the best possible estimate of the full service 
life to the taxpayer. Methods other than the straight- 
line method are permissible, but their approval seems 
likely to depend upon how well the results conform 
to the straight-line method, based on full service life. 
For example, I understand that on the seventeenth 
of October, the Commissioner of Internal Revenue 
ruled in a letter that the rate of depreciation under 
the fixed-percentage-on-diminishing-balance method 
cannot exceed 150% of the equivalent straight-line 
rate. I have not seen this letter but the 150% figure 
I have just mentioned is what many of my friends 
have told me is the maximum they had been told 
they could expect if they used the declining balance 
method. 

It requires only a little arithmetic to prove that 
under this limitation no taxpayer could possibly af- 
ford to use the declining-balance method. The values 
differ slightly for various estimated lives, but for all 
those I have studied using this 150% value, we ob- 
tain the rather ridiculous result that at the end of the 
full estimated-service life, there still remains an un- 
depreciated investment of almost exactly 20% of the 
original investment and, in addition, at the end of 
one half of the full estimated-service life, only a very 
little more than one half of the original investment 
has been written off. It is difficult for me to under- 
stand why the Treasury Department is unwilling to 
permit a declining-balance rate equal to twice the 
equivalent straight-line rate, as this would permit 
the taxpayer to charge off only about two thirds of 
the original investment during the first half of the 
full estimated service life, and would leave a remain- 
ing balance of about 10% of the original investment 
at the end of the full estimated life. 

I have had no actual experience with the declining- 
balance method, but I see no reason why it should not 
be as simple to use as the straight-line method. (It 
may be well for me to note in passing that it would 
seem necessary in actual practice to use a more or 
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less arbitrary rate in the declining balance method 
as the rates calculated by the usual formulas seem 
unworkable because in these formulas a salvage value 
is necessary and the shape of the curve depends upon 
the ratio of salvage value to first cost.) 

While I have an idea that a properly designed de- 
clining-balance method may be the best way out of 
our present difficulty, about the same result could 
be obtained if we went back to the method so gener- 
ally used prior to TD-4422. For example, the Treas- 
ury Department might permit a taxpayer to use the 
straight-line method, with a rate that was 50% 
greater than the rate based upon full expected-service 
life. This was about what was being done prior to 
TD-4422, although few persons were conscious of the 
fact. 

I have often been told that TD-4422 was really a 
very good thing, because it postponed the taking of 
much of their depreciation to years in which the tax 
rates were much higher than they were in the years 
when the depreciation would otherwise have been 
taken. It is true that in the long run the government 
has probably lost taxes because of TD-4422, but that 
is no reason why we should condone the present _poli- 
cies if, as I believe, they are economically unsound 
and socially undesirable. As I see it, we are aiming 
at neither tax incentives nor tax penalties, but rather 
tax methods which will produce the revenue we need 
with the least possible interference with the system 
which has always produced jobs through the invest- 
ment of capital in fixed assets. 


ESTIMATED LIVES NOT THE TROUBLE 


For some years after 1934 my feeling was the same 
as that of the average taxpayer; namely that the lives 
used by the Treasury Department in setting deprecia- 
tion rates under TD-4422 were much longer than they 
should be. It never occurred to me that the real 
trouble was that there was a fundamental economic 
error in using the straight-line method, with rates 
based on full expected-service lives. After having 
seen some of the actuarial studies, I now realize only 
too well that we have been attacking the Treasury 
Department at the point where they are strongest. 
I am convinced that the position of the Treasury 
Department is perfectly consistent with the facts 
shown by their actuarial studies, and their belief in 
the correctness of straight-line depreciation, with rates 
based on full expected-service lives. 

I do not believe that we can ever hope to per- 
suade the Treasury Department that their rates are 
too low unless we rid ourselves of the idea so preva- 
lent among engineers, accountants, and businessmen 
that there is something inherently correct in 
straight-line depreciation accounting, with rates that 
are based on actual service lives. 


CONCLUSION 


For the reasons just given, and those stated more 
fully in other papers by Professor Grant and me, 
I believed that many situations exist in which the 
industrial economy will operate better if depreciation 
charges in the early years of the lives of assets are 
considerably higher than permissible under present 
income-tax regulations, or under any system using 
straight-line depreciation, with rates based on actual 
service lives. If I am correct in the ideas which I have 
presented earlier, it is clear that proposals for more 
rapid write-offs in early years may be sound in prin- 
ciple and not mere unsound expedients to provide 
a tax incentive for investment. Moreover, such write- 
offs are as sound and as appropriate for existing assets 
as for those to be acquired in the future. 

As long as income-tax rates are high, business de- 
cisions will necessarily be made with one eye on the 
tax collector. Under current depreciation tax prac- 
tices, the effect of this is to put a dangerous brake 
on the operation of our industrial economy. However, 
any single depreciation allowance of an arbitrary 
type, such as one third off the first year and straight- 
line thereafter, might have the effect of removing the 
brake in some instances but of applying an even more 
severe one in others. 

An arbitrary plan will not necessarily lead to the 
results desired with regard to motivation of invest- 
ment. Moreover, industry is suspicious of proposals 
for incentive taxation, believing that every tax in- 
centive for one taxpayer is a tax penalty for others. 

It seems to me that the motivation aspect of this 
problem is the most important one—even more im- 
portant than equitable treatment of taxpayers. I be- 
lieve that if systematic plans for writing off the cost 
of certain types of assets considerably more rapidly 
in the early years of life than is now permissible were 
accepted as correct in principle by the government, 
the taxpayers, and the accounting and engineering 
professions generally, the motivation aspect of the 
problem could be solved without the bad effects which 
might result from special arbitrary tax-incentive 
schemes. 


Roy Blough 


Assistant to the Secretary 
United States Treasury Department 


T IS clear that more than one set of ideas is in- 

volved in the term accelerated depreciation. 

To begin with, I would, like Professor Norton, ex- 
clude from consideration the acceleration in the physi- 
cal wastage of an asset as a result of speeded-up 
operations. Where that reduces the useful life, of 
course some allowance should be made for such addi- 
tional wear and tear. This issue is not at stake here. 
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Rather, we are considering, as Professor Norton 
pointed out, the taking of a larger proportion of the 
depreciation in the early years of the life of the asset 
than is permitted under a straight-line formula. This 
subject must be broken down into two parts which 
bring out the different purposes of accelerated depre- 
ciation. 


MEASURING INCOME 


On the one hand, we are presumably talking about 
an income tax. The purpose of all the many technical 
provisions of the income tax is to measure income 
over the life of the business. It is, of course, very diffi- 
cult to measure income year by year. Income is not 
correctly measured annually in some respects because 
of accounting difficulties, and in other respects be- 
cause of the nature of the business and cyclical move- 
ments. We have, therefore, had loss carry-overs, and 
in recent years certain carry-back provisions, in an 
attempt to spread income more evenly. One phase 
of accelerated depreciation is an attempt to measure 
more correctly the income of the business over the 
years in which the asset is in use. 

A quite different purpose of accelerated deprecia- 
tion, on the other hand, is to provide a stimulant to 
investment. If I correctly understood Professor Nor- 
ton’s talk, he desired to speed up depreciation more 
rapidly than would be necessary to measure income 
more accurately in order to give an incentive to the 
purchase of new assets. 

I think we should recognized this difference. The 
two aspects and purposes of accelerated depreciation 
are not necessarily in conflict. Speeding up deprecia- 
tion for the more correct measurement of income will 
certainly have some tax-incentive effects, if there be 
such a thing as a tax incentive in speeded-up depre 
ciation. Moreover, some arbitrary formula for rapid 
depreciation can bring the measurement of income 
nearer to some correct pattern, but it will very likely 
also go far beyond it. But these two purposes are 
different, were proposed for different reasons, and 
should be kept separate in this discussion. 

I would like to take up the first purpose—the more 
accurate measurement of income. The straight-line 
method of depreciation is a standard method, and 
has been in use for a long time. I have often talked 
to accountants about it. They have given me the 
impression that convenience was probably the pri- 
mary reason for adopting the straight-line method; 
that not too great philosophic—or, for that matter, 
scientific—study had gone into the development of 
the method. Accountants were appearing on the scene 
at a time when business men didn’t record any de- 
preciation; or when, in the case of the public utilities, 
depreciation was concentrated in the latter part of 


the life of the asset. I recall some years ago that the 
Wisconsin Public Service Commission put out a pam- 
phlet on a straight-line depreciation. As I recall, it 
was considered quite a step forward in depreciation 
accounting. In the railroad industry, as you know, 
many types of property were not depreciated until 
retirement, at which time the full cost was charged 
off. Just recently the Interstate Commerce Commis- 
sion has broadened the types of assets on which 
depreciation must be accrued. 

While the straight-line depreciation was doubtless 
a great reform in its day, we now have proposals for 
accelerated depreciation to improve further the meas- 
urement of income. 

I agree with Professor Norton that depreciation 
from the economic view is more rapid in the earlier 
years of the life of most depreciable assets for at 
least two reasons. The most important he has already 
mentioned. The less important has to do with the 
timing of maintenance expenditures. For many types 
of equipment there is practically no maintenance 
expense in the early years of the equipment’s use; 
in the later years it becomes greater and greater. 
Accordingly, it may be argued that you ought to 
charge more of the depreciation in the early years 
because you are going to have to charge more of the 
maintenance in the later years. 

This maintenance factor is physical, and I think 
probably minor. I am not an engineer and do not 
know what alterations would be necessary in the 
straight-line formula to reflect this fact. 

Professor Norton has also mentioned the other 
factor pointing to greater depreciation in early years; 
namely, that machinery grows gradually obsolete, 
contributing more in its early years to the profits of 
the business than it does during its later years. In 
principle, I am certainly not disposed to disagree with 
Professor Norton’s position. 

I would like to turn now from consideration of 
principles to their practical application. First, a few 
things should be said about TD-4422. In 1933, the 
Committee on Ways and Means had a subcommittee 
on tax avoidance. This subcommittee was looking 
everywhere for revenue. It had been brought to its 
attention that depreciation was being charged off at 
too rapid a rate. The subcommittee, therefore, pro- 
posed that depreciation should be arbitrarily cut 25% 
for a period of three years. 

At that point the Treasury became alarmed at the 
arbitrary limitation of depreciation in that manner, 
since the law itself called for a reasonable allowance. 
They suggested to the committee that a much better 
approach to the problem was through a tightening 
up of depreciation administratively. Upon the com- 
mittee’s acceptance of this approach, TD-4422 was 
issued in early 1934. 
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BENEFITS EXPECTED 

This policy has been criticized oftentimes, but in 
recent years the criticism has increased. One might 
ask, why? I am going to be cynical about this. One 
of the reasons why I think the subject is quite popu- 
lar and has been for the last year or two has been 
that many businessmen had the unhappy feeling of 
not charging as high depreciation during the period 
of high wartime rates as they would have liked. If 
they could have charged more depreciation they 
would be in a lot better position. What they would 
have saved at a rate of 851%, they would have lost 
later at only a rate of 40%. Furthermore, if accel- 
erated depreciation could be worked into the carry- 
backs, certain companies could make a very nice 
thing out of it. Not everybody, of course, had this in 
mind. But I think a good deal of the interest in 
accelerated depreciation has been because it has been 
expected that tax rates would decline in the future. 
Under those circumstances, taxes can be-saved the 
taxpayer by using accelerated depreciation. 

Even under stable tax rates, the benefits from ac- 
celerated depreciation are quite clear. Its effect is 
largely that of borrowing money from the government 
for a period of time that would otherwise have gone 
as taxes. Risk is necessarily reduced, because the 
loan doesn’t have to be repaid later if the business 
fails. Interest is saved, because the loan is non- 
interest bearing. Finally, there is the psychological 
factor which I am unable to assess but which people 
in the field tell me is very real. They believe that 
reserves for depreciation on the books exert a con- 
siderable influence on the investment process. I am 
not too clear in my own mind about how this works; 
but enough people have pointed it out to me so that 
I am willing to say that certainly there is something 
there. 

One of the methods suggested as a more accurate 
reflection of depreciation is the declining-balance 
method. The difficulty with this method, as has 
been pointed out, is that the scrap value has an enor- 
mous effect on the rate. If an asset has no scrap 
value, the only rate under this formula which would 
depreciate the asset fully would be 100%. The whole 
cost would be deducted in the first year. No other 
percentage would ever write the asset down to zero, 
since the rate is always a percentage of the depreci- 
ated asset balance. If, however, some arbitrary scrap 
value like, say, 10% were taken, the formula would 
result in rates about double the straight-line rates of 
depreciation. Its application would probably require 
some arbitrary assumption regarding scrap value. 

There are other methods, of course, besides the 
declining-balance method, like the sum-of-the-year’s- 
digits method. The last word has probably not been 
heard on the application of these methods. But I do 


think the accounting profession could help by explor- 
ing this problem more fully than in the past. In Eng- 
land, the declining-balance method has been used 
for a long time. As I understand it, it is not used for 
real estate and it is not used for certain kinds of 
assets like ships; but for everything else the declining- 
balance method is used to the practical exclusion of 
other methods. In this country there has been very 
little pressure for it. 

The papers of Professor Norton and others may 
gradually develop among the accounting, engineering 
and economic professions ideas of depreciation which 
can be converted into more precise formulas. The 
declining-balance method, after all, is arbitrary, just 
as is the straight-line method. It may take more 
studies of the rate of obsolescence and other factors 
before it will be possible to have a formula which is 
really satisfactory. My own personal view is that 
depreciation commonly does occur more rapidly than 
the straight-line method indicates. Between the ac- 
counting, engineering and economic professions on the 
one hand, and the tax administration on the other, 
it ought to be possible to work out formulas which 
recognize this fact. 

Another approach to this problem is through the 
length of life of the asset for tax purposes; that is, 
to go back to the situation as it existed before TD- 
4422. It has oftentimes been suggested that the tax- 
payer be given free rein in determining the period of 
time over which the asset should be depreciated. 

People with whom I have talked that make this 
proposal are not, however, ready to follow it to its 
logical conclusion. To let the taxpayer determine the 
asset’s life within the bounds of “sound accounting 
principles” implies a strength of character and reserve 
that is not present in every case. Some accountants 
would not permit ridiculous rates of depreciation to 
be set up on the books. But other accountants would 
not be able to enforce this position. The result would 
be that either we would have a deterioration of sound 
accounting practice with great variations in deprecia- 
tion rates, or else the accountants would have to 
police themselves and set up machinery for the en- 
forcement of sound accounting practice. As I under- 
stand it, the accountants are not ready to do that, 
if they ever will be. Under these circumstances, if 
depreciation is to be apportioned in harmony with 
the cost of using the asset, it is necessary for the Bu- 
reau of Internal Revenue to set some limitation— 
some restrictions—on a free exercise of choice on the 
part of the business community. 

These remarks do not mean that great latitude 
could not be given. This approach does not, however. 
go to the heart of the problem. It does result in a 
shorter depreciation period and thus does result in 
more depreciation in the early years of the asset’s 
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life. But it is not the type of acceleration about which 
Professor Norton was talking. 


STIMULATING INVESTMENT 


The other side of the accelerated depreciation 
question is the desire to use it for the purpose of 
stimulating investment. 

I have talked to a number of people who have 
looked into the German situation. Some say accel- 
erated depreciation certainly was a very important 
influence in the development of the Germany econ- 
omy between 1933 and the war. Others say it was 
really a very minor factor; that the major factor was 
the big orders placed in the hands of business by the 
Hitler government. In 1934, it started to tell the 
businessmen what to do and when to do it and how 
to do it. The policy of heavy spending on armaments 
plus a directed economy through government orders 
would lead to the same result, with or without ac- 
celerated depreciation. 

There was insistence in Germany that the old assets 
be destroyed before accelerated depreciation could 
be taken on the new one. Professor Norton doesn’t 
want the old asset destroyed. He wants it kept around 
to be used as a stand-by in time of emergency. 

The second point I am bringing to your attention 
is the provision in the German law that the new 
asset was not to decrease employment. In other 
words, accelerated depreciation was not to be allowed 
if the purchase of the new asset cut down the num- 
ber of workers in the plant. A good deal of the mod- 
ernization of equipment that takes place is for the 
specific purpose of making it possible to get along 
without so many employees. Unless the taxpayer 
were in an expanding industry in which the amount 
of goods sold is continually increasing, it would be im- 
possible to live up to the German requirements. I do 
not mean that this rule would have to be followed 
here. I am just pointing out certain features of the 
German law that might not be aes so palatable in 
our particular situation. 

I think there is a good deal of doubt as to the 
impetus to investment given by accelerated deprecia- 
tion. In the next year, for example, would it increase 
the production and installation of capital equipment 
as compared with present depreciation? Or will the 
factors limiting investment be found elsewhere—the 
prospect of demand, the ability of the industries to 
produce these goods, bottlenecks, and so on? There 
will be a great deal of investment going on whether 
or not accelerated depreciation is put in the law. If 
no additional investment is made, there will be a 
revenue loss to the government and a windfall to 
taxpayers, without any additional investment. Tax- 
payers would be paid for something they would have 
got anyway. 
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There is, in addition to the question of the total 
amount of investment, the matter of timing of the 
investment. Some economists have pointed out that 
the fluctuations of business could be offset to a con- 
siderable extent if public and private investments 
were made during depression periods—periods of low 
production—instead of during periods of boom. One 
danger of some accelerated depreciation plans is that 
they would accentuate investment in the boom years 
and call forth even less investment in the depression 
years. I should add that I don’t think accelerated 
depreciation must necessarily have this result; plans 
can probably be devised which get away from it, but 
I haven’t seen them as yet. There are other problems 
having to do with the purpose of accelerated depre- 
ciation. Should it apply to old equipment as well as 
new equipment? How about second-hand equipment 
newly acquired by a small business, or one company 
acquired by another? What about buildings and 
structures? Should it be allowed on apartment 
houses, office buildings, industrial plants, dams? 


LIMITATIONS 


I have just scratched the surface of the many prob- 
lems, technical and otherwise, involved in a con- 
sideration of accelerated depreciation. I don’t share 
the fears of those who feel you should never con- 
sider anything but revenue in determining tax policy. 
Nobody ever followed that principle, and nobody ever 
will follow that principle. Since this country was 
founded consideration has always been given to the 
economic effects a policy might have. The attempt 
has been, and will be, to make those economic effects 
desirable instead of undesirable. But without going 
over to the extreme position that you should never 
have tax incentives, it does seem to me that tax 
incentives involve definite dangers. As has been 
pointed out, the incentive somehow or other has a 
tendency to backfire. Instead of resulting in the 
social and economic benefit which was intended, it 
has a tendency to degenerate into something else. 
One group of people might benefit from an accelerated 
depreciation provision. Although it might, for that 
group, be soundly conceived, and carefully worked 
out, somebody else would come in and demand equiv- 
alent benefits. Within a few years the whole purpose 
of it might be destroyed by its application to situa- 
tions for which it was not originally intended. 

To summarize briefly: So far as I am personally 
concerned, I see a great deal of merit in the idea of 
accelerated depreciation as a method of measuring 
income more correctly. With respect to the incentives 
provided by accelerated depreciation, I am consider- 
ably more doubtful. I don’t think all the considera- 
tions that would have to be taken into account have 
been carefully worked out nor that a plan has been 
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carefully conceived. At the present time I don’t see 
the formula which would be free from abuse and 
which would get the results desired without other 
results that might be more harmful. 


Discussion 


Chairman Towers: I would be glad to hear from any- 
one present who has a question. 


Question: Mr. Chairman, I have been struggling with 
the correct use of the term “accelerated depreciation.” Value 
is subject to both appreciation and depreciation; cost is 
not. The title should be “Accelerated Amortization.” I 
am perfectly aware that in our tax statutes we are allowed 
a credit for depreciation, and it is figured on the basis of 
an arbitrary amortization of cost. It is the only way it 
can be figured. And as the last speaker properly pointed 
out, arbitrary life periods are assumed over which the 
amortization is figured; otherwise there would be inequity 
in the treatment as between different taxpayers. 

But we shouldn’t confuse the words depreciation and 
amortization because depreciation is a loss of value that 
takes place in physical property. In amortization we can 
write down cost over one period or another, but it has 
nothing to do with change of value. Accountants are deal- 
ing with cost and not physical values, and we should be 
pretty careful not to confuse the terms. 

The accelerated amortization that has been granted to 
many of us under our certificates of necessity must result 
in a rather peculiar situation for an industry where prices 
are regulated. I am speaking of a public utility industry. 
If the government allows us to have accelerated amortization 
of a power house over sixty months and it is all amortized, 
we certainly can’t expect to get a normal depreciation al- 
lowance after it is 100% amortized. In the utility business, 
if we take that tax relief now under the 85% basis, what 
we are doing is throwing an increase in rates onto our cus- 
tomers for the next twenty-five or thirty years, because 
of the increased taxes that will go into our expenses. 

Until the President proclaimed the end of the emergency 
period as of September 29, our company had not been taking 
it, although we were entitled to 60-month amortization on 
a $5 million expenditure for war plants. But the idea oc- 
curred to me that we could very well protect our future 
customers if we took it now and set up a special tax re- 
serve for the purpose of paying these excess taxes over the 
next thirty years out of that, rather than charge it to 
expenses. And in this way, we are agents for our custom- 
ers only; it comes in and we hold it and pay it out for 
their benefit. There can be no possible excuse for taking 
it out of our rate base and that expenditure out of our 
rate base would very probably be eliminated as a customer 
contribution for the cost. The post office always pays their 
bills to us with a check from the Treasury, and this tax 
rebate comes from the Treasury, and therefore it is a very 
little stretch of imagination to class the whole tax relief ob- 
tained as a customer contribution. 

I have no doubt but that utilities will be barred from 
earning on this plan in the future, unless we use the tax 
relief obtained now under the law and put it aside as a 


reserve to save our customers in the next twenty-five or 
thirty years from the taxes that they would be assessed for. 


Chairman Towers: You see, this is a very broad sub- 
ject and, of course, it covers utilities as well as industries. 
I was going to ask Professor Norton just one question. I 
wonder if he could tell us in three minutes, for the bene- 
fit of some who don’t understand it, the exact definition 
of this declining-balance figured in depreciation? 


Professor Norton: Well, there are a number of differ- 
ent schemes, if I may use that term. The one you read 
about in the handbooks and various textbooks is an amor- 
ization scheme in which you start with a first cost and 
end with a residual or salvage value, whatever it may be 
called, and over a certain period of years you reduce the 
first cost gradually to this salvage value by the same per- 
centage each year. Of course, in straight-line depreciation 
you also have a constant percentage, but in straight-line 
depreciation you get an equal annual allowance by taking 
this constant percentage of the first cost each year. 

But in the declining-balance method—which is hardly 
ever employed, except by the textbooks—one takes the 
constant percentage on what is left each year. In other 
words, if you start with $1,000 and the constant percent- 
age of the diminishing value is 10%, you take off 10% 
the first year, which gets you down to $900. But 10% the 
next year is $90, which brings you down to $810. Then 
you take 10% the next year of the $810, and so on. But 
you never get to zero, as Dr. Blough pointed out. 

The declining balance method is hardly ever used. And 
I don’t want it understood that I am recommending it. 


Question: The objection to the declining-balance 
method—that the entire cost was theoretically never fully 
recovered—was explained to me by my professor at school 
in this way: If a boy started at one end of a five-foot 
couch and moved half the distance to his girl on the other 
end of the couch every minute, theoretically he would nev- 
er completely eliminate that distance but there would come 
a time when the distance was no longer appreciable. 

I would like to call Dr. Blough’s attention to four points 
which are on the fringes of the main subject of the dis- 
cussion today and seem to have more effect on the friendly 
reaction of taxpayers to the problem of depreciation than 
the main theory itself. As so often happens there is a very 
great distance between theory and practice. And as I have 
been around the country speaking to different business men, 
I have found these are the points that seem to cause the 
greatest difficulty. 

First, in an amazing number of instances, and with some 
large and well-advised companies, there has been a failure 
to obtain certificates of necessity within the required six- 
month period, for reasons of the strangest negligence, often 
due to war production. In one case the controller, who 
is a very good controller but a poor lawyer, had the idea 
you couldn’t apply for a certificate until a facility has been 
in place six months. That thereby disqualified this com- 
pany from accelerated amortization. 

There is hardly a general discussion of this nature in 
which I have participated where one or more people don’t 
bring up the unhappy incidents they have had of this 
kind. 


52 THE CONFERENCE BOARD 


I would like to inquire whether you know of any action 
that is being contemplated, either with regard to legislation 
or practice on the part of the Bureau, which may afford 
some relief to these unfortunate concerns? 

The second point is with regard to the present relief that 
taxpayers are supposed to have reecived because of the 
actual application of TD-4422, in that it gave a little 
depreciation at the time they needed it. In point of fact, 
there is a great and rather widespread concern on the part 
of the taxpayers at the practice of the bureau in correcting 
depreciation rates through the excess-profits years, there- 
by increasing the excess profits while leaving those rates 
deliberately uncorrected for the base period of years there- 
by cutting down the excess-profits credit based on earn- 
ings, which is more commonly used than the invested capital 
credit if the number of taxpayers rather than ‘the dollar- 
amount credit is considered. It is felt that the Treasury 
should be at least consistent in its practice. 


About a year ago, in a Round Table meeting on Sec- 
tion 722 sponsored by Tue Conference Boarp, it was in- 
dicated by the legislative counsel that some consideration 
might be given to that matter under Section 722 (b) 5, or 
some other provision. I wanted to inquire whether any 
affirmative action for relief of that situation was in con- 
templation. 

Third, the attitude of the Treasury has been prejudici- 
ously to disregard the lack of tax benefit of depreciation 
which was theoretically allowed, but which in point of 
fact gave no tax benefit. A very serious situation was 
created by the Virginia hotel case, and related conditions, 
where taxpayers were compelled to adjust their cost basis 
by a depreciation which never gave them any tax benefit 
at all, thereby depriving them currently of depreciation 
benefits. 

Finally, I think the reason why the reducing-balance the- 
ory of depreciation is not taken is that taxpayers are afraid 
of this national lottery, considering it somewhat akin to 
the declared-value excess-profits taxes. In other words, 
if you take that type of depreciation on any accelerated 
depreciation, there are very few taxpayers today who would 
be willing to take that chance. They would all be afraid 
that the time might come when the net effect would be 
to increase their over-all taxes. What the taxpayers want is 
depreciation that is neither accelerated, retarded nor 
straight-line, but in relation to the profits earned. That 
seems to be not only what the taxpayers want, but the 
fairest means of applying the standards. 

I don’t mean by that that the taxpayers should be per- 
mitted to take depreciation exactly when they want to, 
and yet, in the field of pension planning, employers are 
permitted to write off the depreciation of their human 
machinery by setting aside pension reserves on the past 
service costs any time they want, as long as they don’t 
set aside 10% in one year. 

I wonder if some system like this couldn’t be established, 
namely, to take the rate of capacity of the machine, spread 
it over its expected life and then as the machine actually 
produces more or less than its rated capacity in a given 
tax year, that the depreciation be indexed to the machine’s 
production. This, in effect, would relate depreciation to the 
actual use of the machine, the probable physical condition 
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of the machine, and also, in some degree, to the earnings 
of the company. That is an oversimplified solution, but I 
would like your reaction on some system of depreciation 
more closely geared to the realities of use and income 
with regard to machines. 


Chairman Towers: Dr. Blough, would you care to 
reply at this time? 


Dr. Blough: Your first point was that people didn’t 
take certificates of necessity when they should, and was 
anything going to be done about it? I make the simple 
point that, after all, the tax laws are there. Congress went 
to a great deal of trouble to make provision for the tax- 
payer and allowed periods of time to come in under it. The 
taxpayer who doesn’t do that and then comes back for 
relief must make a very good case. He must persuade 
Congress that despite all the trouble it went to to take care 
of this matter he is entitled to additional relief. Nothing 
could be done without legislation—the law is very explicit. 

The next question had to do with the effect of TD-4422 
on depreciation in the base period of the current year. 
The point you no doubt had in mind was that the revenue 
agent would cut down depreciation in the war years, 
but leave it overstated in the base-period years. 

I don’t know that anything has been done about that 
problem. I haven’t looked into it recently and will have 
to say I don’t know. 

As to the third point—the lack of actual tax benefits from 
depreciation in some cases—I am concerned about the’ possi- 
bility of making corrections there. I am sure that a lot 
of thought is being given to this tax-benefit rule. I don’t 
know just where we are coming out on it. Certain injus- 
tices do arise, as you have indicated. I would rather turn 
the fourth point over to Professor Norton, because I would 
like to hear what he thinks about the theory of deprecia- 
tion which you enunciated. As I recall, it was the use of 
depreciation on the basis of profits—taking depreciation in 
years of profit and arranging the depreciation schedule to 
take into account the activity of the machine. 


Professor Norton: In other words, that something 
like a production depreciation method might be helpful. If 
I had been speaking on the general subject of depreciation 
ten years ago I would have been all for it. Luckily for my 
future reputation, I don’t think I am in print to any great 
extent on that. At present I am not favorably impressed 
with the production method in the ordinary type of manu- 
facturing equipment. I am rather inclined to think that 
it is pretty good in certain things like construction equip- 
ment. My objection is to trying to estimate ahead of time 
what the production units are going to be, and then amor- 
tize the cost over those units. My objection is not that you 
can’t make reasonable estimates. Even where you make 
changes in product and that sort of thing, you ean gen- 
erally find some kind of unit over which you can spread 
the investment. My objection is that the production meth- 
od is not likely to be satisfactory, if, as is very often the 
case, a machine is doing about as much, or is being used 
about as much of the time in the latter part of its life 
as in the first part. That is not true, of course, where a 
machine starts out as base equipment and later becomes 
stand-by equipment. 
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If you take the very many cases where equipment is 
used about the same throughout its life, you would get by 
the production method something very much like the 
straight-line method. Therefore, in such cases, the produc- 
tion method is no better than the other. I like the idea that 
you should be permitted both by your accountants and by 
everyone else, if you have brains enough to do it, to amor- 
tize your investment for all purposes as the value to you 
decreases. If I could sit down with almost anyone of 
you and outline some examples, I think you would have a 
hard time finding arguments that would satisfy you in 
refuting my statements. But you would probably go right 
back to your office and continue doing the same thing 
you had been doing. I don’t think my arguments would 
have much effect. 

But my main objection to the production method is that 
in most cases I don’t think it gets you what you need, 
except where you start out with basic equipment that later 
becomes very definitely stand-by equipment and I am not at 
all sure that in such cases the Treasury Department wouldn’t 
take what it considers a reasonable attitude. 


Question: Can’t we have a little discussion of addi- 
tional depreciation due to excessive use or multiple use on 
account of shifts, because I think that is the current prob- 
lem. 


Professor Norton: When I go into a factory and talk 
to the operating people about accelerated depreciation, 
they think of the increased depreciation due to multiple 
shifts, and that sort of thing. But I am rather under the 
impression that that was going out of the picture. In other 
words, I think that whatever was to be done about that had 
probably been done, and I don’t think there was very much 
difficulty in solving that problem. I think both the Treasury 
and the taxpayers did a prety good job of it. 

Entirely aside from the tax incentive schemes—which 
I am glad to know Dr. Blough doesn’t seem to favor any 
more than I do—I think that we should give serious con- 
sideration to what we are calling accelerated deprecia- 
tion. If we can once get the idea that value to the 
owner does go down more rapidly than is allowed on a 
straight-line based on actual service life, we wouldn’t have 
as much trouble getting what we think we need. 

I think that what we are talking about is the important 
thing, the up-to-date thing, but I would like to have a 
clear understanding that as far as I am concerned I am 
not much in favor of any tax incentive that you can’t 
justify on the basis of its being sound. I have sat in 
a surprisingly large number of depreciation committee 
meetings, and have found that nearly everybody who had 
thought this thing through was frightened by tax incen- 
tive schemes—of doing this today and something else to- 
morrow and something else the next day, and so on. 


Question: Mr. Chairman, Professor Norton said he 
had grown a lot older and wiser in his consideration of 
the production method on depreciation. Would Dr. Blough 
have anything to say about it? 


Dr. Blough: Well, I didn’t think the questioner’s 
point really was production depreciation. I thought what 
he wanted was to let the manufacturing business do what 
the railroads had been doing—charge a lot in maintenance 
and retirements in good years and charge relatively little in 


bad years by making replacement in good years and not 
maintaining or replacing in bad years. 


Questioner: No, I wanted to work out a method which 
would actually gear depreciation, not at the mere whim 
or option of the taxpayer, to use and profits, After all, 
Professor Norton’s idea of testing depreciation in terms 
of usefulness to the taxpayer might very well be tied in with 
the degree to which the machinery was used as a produc- 
ing unit. That is probably the only measure of the use- 
fulness of a machine as long as it is in place. You can 
have the best machine in the world, but if it is not pro- 
ducing it is not much use to the taxpayer. 


Dr. Blough: Take a situation where a taxpayer has an 
extra machine for stand-by purposes or emergency pur- 
poses. Let us say that machine never gets more than maybe 
a couple of months’ use a year. It depreciates just like 
the other machines, insofar as depreciation is obsolescence, 
and not physical depreciation. If the length of life is 
limited by the obsolescence factor instead of the physical 
factor, how can one really approximate the units of pro- 
duction that the machine will produce? Mr. Norton says 
you can do it, but I am wondering if you really can do 
it. If you anticipate you can use the machine and it turns 
out you don’t, or it turns out you use it twelve months 
of the year when you at first thought six months of the year, 
how can you figure out in advance how many units of pro- 
duction that machine will produce—not in terms of how 
many units it could physically produce before it fell to 
pieces, but how many it will economically produce before 
it is abandoned or its use ceases? I don’t have any particu- 
lar objection to spreading depreciation according to the 
use of the machine. It isn’t accelerated depreciation, of 
course, and I have already indicated my belief that the 
use of the machine in the early years of its life is more 
valuable than in the later years of its life. 

That same point I think applies to the other question 
raised, and that is about the two-shift and three-shift use 
of machines. I think the question there is—what is the 
determining factor on the length of useful life?. Often when 
this machine is used two shifts and three shifts, mainten- 
ance must be increased and wearing parts must be re- 
placed. These are charged off as expense. But is the 
physical length of life of the machine reduced? That has 
been question No. 1. 

If it is reduced, and I assume it would be to some ex- 
tent, the second and most important question is this: 
Is the length of the physical life of the machine—the an- 
ticipated physical life of the machine—reduced to less than 
the economic life of the machine? In other words, the useful 
life of a machine is its period of expected economical use. 
The physical use may extend far beyond that. If working 
two or three shifts cuts its physical life down to the 
point where it is shorter than the economic life, it ought 
to have extra depreciation allowed. As I understand it, 
this is the principle followed by the bureau. They would 
permit accelerated depreciation when the economic life was 
shortened, but not if the reduction in the physical life was 
not cut shorter than the economic life. 


Question: Reference was made to Section 722—when 
depreciation during a base period was on a higher basis 
than it was during the taxable years by reason of an ad- 
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justment made by the bureau. I had an occasion to dis- 
cuss that very question with a Washington representative 
only a few weeks ago. He was of the opinion that tax- 
payers couldn’t expect relief under Section 722 on those 
grounds at the present time. First, he felt that was be- 
cause it would take a change in Section 722 to effect any 
such relief. Because as Section (a) 5 was being interpreted 
by the Commissioner, the abnormality which could be 
claimed in (a) 5 would have to be of the same nature 
as the abnormality specifically listed in 4(b), and, as 
no: abnormality was listed in 4(b) which could be at all 
comparable with this situation, relief could not be expected 
without a change in the law. 

I have a question in connection with the idea of ac- 
celerated depreciation on the ground that the expense of 
maintenance during the latter part of the life of the asset 
would be greater than at the beginning. Dr. Blough thought 
it a somewhat unimportant phase of the question. That 
probably is true under ordinary circumstances, but I 
am inclined to believe that, particularly in the case of 
taxpayers who operate large fleets of automobile trucks, 
it may become quite important, for this reason: Our na- 
tional plant for turning out -automobile trucks has been 
devoted entirely to the war effort during the past three 
or four years, and truck owners have had to put up with 
what they had. Trucks which would ordinarily have been 
replaced years ago have had to be patched up and kept 
on the road. As a result, retirements have been almost nil. 

Now, having in mind that when reviewing a depreciation 
setup much depends upon the rate of retirement, you will 
find almost no retirements in the case of automobiles and 
trucks. I am wondering what sort of trouble taxpayers are 
going to get into when their returns for 1942-1944 are 
being examined. A lot of automobiles which are still oper- 
ating are bound to be extinguished on the basis of their 
normal depreciation rates. 


Dr. Blough: The rates that they are taking are rates 
which are different from the Bulletin “F” rates? Are they 
higher rates than the Bulletin “F” rates? 


Question: 
through. 


Dr. Blough: I don’t think that would cause any trouble, 
but I will make some inquiries about it. 


No, they are the same rates all the way 


Chairman Towers: Professor Norton would like to 
say a word on this subject. 


Professor Norton: A few moments ago Dr. Blough 
said something which made me think that maybe we could 
really get on the track of something quite important here. 
In talking about the difficulty, if not the improbability, of 
foretelling what a machine or other asset is going to do in 
the future, it seemed to me that Dr. Blough hit on an 
extremely important reason for what we are calling acceler- 
ated depreciation. This uncertainty as to what you are 
going to be able to do with the asset may make a very 
great contribution to the reduction in its real value to 
you. If you could know exactly what ycu were going to 
be able to do, could foresee these things in the future, you 
wld much better decide that a reasonably high value was 
safe. 


I don’t know whether the analogy is good or not, but 


suppose somebody said to you, “I have $1,000, and I have 
never invested in anything before. What shall I do with 
it?” 

You probably wouldn’t tell him to go out and buy a 
certain stock that is yielding 10%. You would say that 
maybe government bonds were pretty good for him, simply 
as a matter. of good business, leaving out patriotism and 
things like that. Those bonds are high in value, not 
only today but right along. 

Of course, the depreciation problem is different, but 
this very uncertainty, the uncertainty about what you 
are going to be able to do with an asset, is what often re- 
duces its value so greatly in the first few years. Or to 
put it in an entirely different way, there is a real economic 
reason for allowing you to get back tax free a large part 
of an investment quickly, during these early years, when 
you are pretty sure you are going to be able to get it. 
You pretty nearly know you are getting it back. Other- 
wise you may never get it back at all. 

Another thing occurred to me, when the Virginian Hotel 

Supreme Court decision was mentioned a while ago. Of 
course, the Supreme Court tells us what is what, but I 
wonder if it was ever its intention that we should be pre- 
vented, if we were lucky enough to get our money back, 
from getting it back tax free. There is nothing very rea- 
sonable from a purely economic basis on that. What the 
tax law really purports to give you is a chance to get your 
investment back if you can make enough profit to get it 
back. . 
It seems to me that if you are unfortunate enough to be 
shut down during some year, you might well be per- 
mitted to postpone all depreciation to a later and profitable 
year—if you were lucky enough to have such a profitable 
year. Of course, carry-overs and carry-backs tend to re- 
duce the ill effects of present practices. 

I might add that I am convinced that many of the 
ill effects which logically should result from the present 
policies are not as bad as they would be if the taxpayers 
really understood the full implications of what is going on 
and were governed accordingly. 

Let’s go back of this business of “allowed” and “allow- 
able,” and try to find out whether we want the sort of 
thing we really have, and whether we want what really 
should happen under our present situation. If that is what 
we really want, it is all right with me. But I don’t think 
most of us understand what really happens, because on the 
basis of our present law the Virginian Hotel Corporation 
and many other taxpayers have not been able to get back 
tax free a certain part of their investment. But I don’t 
think that was really the intention of the lawmakers, or, 
for that matter, of the Supreme Court. But we don’t under- 
stand what is really happening, so nothing is being done 
to cure such ills. 

Chairman Towers: Thank you, Professor Norton. 

Question: May I just ask this question? What hap- 
pens in a brand new plant that cost $1 million? You 
can’t make a $1 million profit the first year, but you are 
stuck with it just the same, You propose to write off 30% 
on the accelerated depreciation. 


Professor Norton: You misunderstood me. I didn’t 
support any of the arbitrary schemes. All I am proposing 
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is that you be permitted to get it back tax free, over a 
reasonable period under some definite straight-forward meth- 
od, if you are lucky enough to have made a good invest- 
ment. 


Question: I would like to ask two brief questions, one 
of Dr. Blough and the other of Professor Norton. Dr. 
Blough made a statement which startled me, because of 
a present contract problem. I think he stated, in con- 
nection with assets that were more or less stand-by as- 
sets, that if you actually retire the asset you get the re- 
maining cost for tax purposes, and that nothing could be 
done about group depreciation in average lives as in- 
terpreted by the Bureau. I wondered if he meant that? 

The question of Professor Norton is whether his theory 
of increased depreciation in the early years and decreas- 
ing depreciation later is in any way tied up with a tax 
rate? We have been in an increasing tax rate year-by-year 
for a good many years. Now all of a sudden it is going 
down. Was your theory in any way predicated on an 
increase or decrease in the tax rate, or would it be just 
the same if the tax rate were 1% or 90%? 


Dr. Blough: The gentleman is right about the group 
rate. 


Professor Norton: I think it is a sound theory, re- 
gardless of whether tax rates are high or low. I have been 
writing on depreciation for years past, and it is very sel- 
dom that I don’t say that I think one of the most un- 
fortunate things in the whole depreciation discussion is that 
we cannot help keeping one eye on the tax collector. If 
we could just forget the tax collector for awhile, then I 
think we would have a much sounder knowledge of the de- 
preciation problem. 

On the other hand, though, when tax rates are high, you 


simply must worry about whether or not the tax collector” 


is doing what you think is economically sound. I am wor- 
ried about the tax collector. I happen to have some of 
my Own money in depreciating assets, and the tax col- 
lector worries me a great deal. But I would feel just ex- 
actly the same way as I do now if there were no corpora- 
tion taxes whatever, if there were no business taxes. And 
I think in the long run those among my CPA and NACA 
friends who disagree with practically everything I say, 
would find they were a whole lot better off if these ideas 
of mine were generally accepted. I think that what I have 
said is sound, regardless of the tax situation. 


Question: I intend to cover the carry-back and carry- 
over section of the income tax law which Mr. Norton men- 
tioned. I know that Dr. Blough says the Treasury De- 
partment is always trying to determine an accurate basis 
for the measurement of income. Now, I hope Dr. Blough 
will agree with me, because I feel that in lieu of the Vir- 
ginian Hotel case, which reacted against the taxpayer, he 
would see to it that in some measure the carry-over and 
carry-back provisions of the present act will be carried on 
forward, and if they possibly can they will extend the time, 
so that instead of two years it will be made longer. In 
that way the members here and their companies will have 
some hope of recovering the depreciation in their lowest 
year. 


Dr. Blough: I believe in the long carry-over of losses. 
By “long” I think that one business cycle alone is the theo- 
retical length. Practically, I wonder whether there is 
much to be gained going beyond the four-year carry- 
over, making five years in all involved in the carry-over. I 
wouldn’t want the extension of the carry-over to go into 
the law unless the subject were fully debated and fully 
understood on the part of the Congress. It isn’t any gift 
to the taxpayer.. It is really an attempt to try to give 
a more reasonable measurement of income than that re- 
sulting from the one-year accounting period. 


Chairman Towers: We have with us a depreciation 
expert from one of the large corporations. I wonder if 
he would like to say a word to us? Mr. Lloyd Gibson of 
the Standard Oil Company. 


Mr. Gibson: I very much appreciate your invitation, 
and I didn’t expect it. There is one point that hasn’t 
been emphasized enough, and that is the value of cer- 
tainty. One of the principal difficulties with the Bureau 
of Administration of Depreciation in recent years has been 
that it took so long to find out the answer, and we are 
always so uncertain. Whether our taxes are going to be 
high or low is of great importance to us, so that we 
can do our planning. That, I think, is one of the chief 
things that is wrong with the type of depreciation approach 
that the Treasury has had for the past several years. 
This so-called scientific prognostication of life—it just 
takes so long and it arouses so many controversies that 
you never get through. 

Dr. Blough mentioned most of the arguments that I 
have had the audacity to put forth, one of which is the 
idea that we shouldn’t attempt to say the method shall 
be the declining-balance method, or that it shall be some 
other specific straightjacket method. But we shall have 
a situation in which there is reasonable latitude for the 
taxpayer to decide for himself, within the scope of sound 
accounting, what he wants to do. Heaven knows, he 
knows his business better than anybody else does! 

My second point is concerned with “sound economy.” I 
have made bold to say that the accounting profession is 
capable of determining the scope of sound accounting, 
and will in the large majority of cases second reasonable 
evidence beyond which the taxpayer will not go. Of 
course, there are exceptions. But it is an unnecessary in- 
dictment of the corporate accountants in this country, 
and also the public accountants, to make the flat assump- 
tion that the prevailing tendency will be that they will try 
to chisel. I don’t think that is true. It is far better to 
run the risk of some chiseling than to leave us in the 
hopeless mess we have been in for so many years as to 
the determination of our depreciation allowance. 

It is possible to set certain limits beyond which even the 
chiselers can’t go. We can put some upward limit and 
some downward limit beyond which they can’t go. But 
the latitude within the limits should be wide enough so 
that what nearly all the people have been talking about 
as desirable can be accomplished. 

I don’t want to take up any more time. I have said a 
good many of these things in an article in the Controllers’ 
Magazine, and you might refer to that if you are interested. 
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I was in the Treasury for a long, long time. I fought 
the depreciation problem through from the beginning of 
the educational depreciation. I was there when nobody 
paid any attention to it in the Treasury Department, and 
I was there when the birth pangs of TD-4422 were in 
progress. I know the reason why you have this so-called 
scientific prognostication. It is that those boys who are 
very honest fellows have a fundamental feeling that the 
law as it stands now just doesn’t let them look at depre- 
ciation in any other way. So that means we need some 
change in the statute or a declaration in policy higher up 
to unshackle the fellows who administer the tax laws with 
respect to depreciation. 


Chairman Towers: Thank you. Dr. Blough would 
like to comment. 


Dr. Blough: I would like to ask one question: Do you 
think this new instruction—I don’t know if it is TD or 
mimeographed—about the five-year certainty, will help 
the point you mentioned first? 


Mr. Gibson: I don’t think so, at least not very much. 
I can easily see how, if a particular taxpayer in a particu- 
lar situation might feel he could be certain, that he would 
appeal to the Bureau with the feeling that they will let 
him alone for five years. But how in the devil does he 
know that the deal is a good deal for him? That is not 
our recipe. We have lots of responsibilities. We are re- 
sponsible to our stockholders, too; we can’t go hog-wild on 
depreciation either way, too high or too low. It is far 
better for us to have that reasonable latitude, applied 


with the strict decency that rules our corporations, than to 
say, “Boys, I will make a deal with you. You let me 
have this for five years and I am satisfied.’ That wouldn’t 
solve our problems. 

And another thing about that five-year proclamation— 
the Treasury hasn’t said that in making that deal with you 
they will apply any different principles than those they 
have been applying already. The only way you can 
make a deal is to go to the boys who work on depreciation. 
They will deal you down to a good safe limit and say, 
“Sure, we will deal with you on that basis.” 


Dr. Blough: If time permitted, we have the mak- 
ings of a very interesting discussion here. But time does 
not permit. I would like to point out one thing I am sure 
Mr. Gibson is fully aware of, but I am not sure the rest 
of the group is. He said there would have to be a 
pronouncement of policy from higher up. I wouldn’t be 
surprised if that weren’t so. Part of that will have to be 
the Joint Committee on Internal Taxation, for refund cases. 
I don’t know about legislation. It seems to me the present 
statement is fairly clear and succinct. But the Joint 
Committee on Internal Taxation passes on all the refunds 
of more than $75,000. It isn’t in a position to say you 
shall not pay the money out, but the Bureau of Internal 
Revenue is hardly going to pay it out when the Joint 
Committee denies it or says it isn’t proper. There have 
been and are today many cases on depreciation before 
the Joint Committee where the committee seriously ques- 
tions allowing as much depreciation as the Bureau would 
allow. So there is something above the Bureau which 
always has a bearing on it. 


